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pend on R & S to give you the right service at the right : 
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Announcing a New Edition 


THE TECHNIQUE OF ADVERTISING PRODUCTION, 2nd Edition 
By THOMAS B. STANLEY 


The new edition is a thorough treatment of the planning and preparation of printed 
advertising, from the standpoint of the art and production departments. Here are but a 
few of the outstanding features: 
1. Important new developments in production techniques are described and evaluated. 
up-to-date. 
2. Emphasis throughout is on: 
a. What should be done and why. 
b. How to do it economically and effectively. 
3- More how-to-do-it treatment than in previous edition. 
4. Profusely illustrated. 
224 pages 834" x 1134" Forthcoming 
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SALES ADMINISTRATION PRINCIPLES AND PROBLEMS, Third Edition 
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legal aspects of sales management. 
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(4) Material dealing with operation and control of salesmen now precedes discussion 
of the more general administrative problems of sales planning and policy. 


662 pages + 6"x9" + Published May 1954 
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By PAUL W. IVEY, Revised by Walter Horvath 

This up-to-date revision of the most successful salesmanship text continues to emphasize 
the practical application of tested, basic, selling principles. In the revision, chapter se- 
quence has been rearranged to put earlier emphasis on actual field experience and to 
integrate chapters around more consistent and teachable progression of ideas. Much 
new material has been added to the treatment of buying motives, closing, and person- 
ality to bring them up to date with current thinking. 


480 pages * 554"x 834" © February 1953 
Popular Text 


EFFECTIVE PUBLIC RELATIONS: Pathways to Public Favor 

By SCOTT M. CUTLIP, University of Wisconsin, ALLEN H. CENTER, Public Relations Director, Motorola, Inc. 
Here is a most comprehensive treatment of Public Relations—its development, how it 
functions, and its actual practice in industry, business, government, education and many 


other fields. Case examples punctuate the book, and there is one complete chapter of 
case histories for study and reference. 


502 pages * 6"x9" © Published 1952 
Send for Your Copies Today 
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Barnard, Inc. 


Tabulating 
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ARE NOT ALL ALIKE 


It’s the same as with people; some you take to, some 
you don’t. Or cars; you like a Cadillac, I want a Jaguar. She 
likes Macy’s, he prefers Gimbel’s. And so on. 

There are probably as many brands of tabulating serv- 
ice as there are cigarets. Some are liked because they are bar- 
gains, others for value, and still others just out of habit. 

Yet, in the final analysis, the measurement of service 
is satisfied customers. We are proud that our first customer 
is still with us, and of the number of others who have relied 
on our service through a long span of years. 

We are forever looking for opportunities to make 
clients, new and old, satisfied customers. Perhaps that is why 
we have so many. 


Barnard, Inc. 


Complete 
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Service 
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“WHOSE MARKETS? 
Evidence on Some Aspects of Futures Trading 


x 


HOLBROOK WORKING 
Food Research Institute, Stanford University 


ECENT occurrences in connection 
R with futures trading in wheat at 
Kansas City give new and striking evi- 
dence on two questions that appear to be 
closely related. Why does futures trading 
exist? And what are the groups chiefly 
served by a futures market? The answers 
help to explain why futures trading in 
any commodity tends to concentrate in 
some one market—why, for example, fu- 
tures trading in wheat has vanished from 
numerous exchanges in the United States 
where it existed half a century ago, and 
has remained most active in Chicago, 
though that market is no longer in the 
first rank as a handler of wheat; and how 
smaller futures markets can sometimes 
hold their own, or expand, in the face of 
this tendency toward concentration of fu- 
tures trading. 


BACKGROUND 


In the summer of 1953 a sharp conflict 
of opinion developed in the Kansas City 
Board of Trade. Kansas City is pre-emi- 
nently a market for hard winter wheat, 
and for many years' permitted delivery of 


* Apparently from the beginning of trading in fu- 
tures at Kansas City, in 1876. Though futures trad- 
ing began so early at Kansas City, it was at first 
sporadic. A clearing house for futures transactions 
was not established until 1899, and the Chicago 
Daily Trade Bulletin first saw fit to include Kansas 
City price quotations with those from other markets 
in 1902. (Cf. Federal Trade Commission, Report on 
the Grain Trade, Vol. I [1920] pp. 159, 164; Vol. V 
[1920] pp. 38, 191; Chicago Daily Trade Bulletin, 
February 11, 1920.) 


only that class of wheat on its futures con- 
tracts. In 1940, however, the contract was 
changed to allow delivery, at the seller’s 
option, of soft winter wheat.? The latter 
is more commonly referred to as “‘red 
wheat,” though the hard winter is also a 
red wheat. The change had little practi- 
cal effect until 1953, because red wheat— 
soft red—is raised in quantity only to the 
east of Kansas City and has ordinarily 
been priced too high in Kansas City to be 
profitably delivered on futures contracts 
there. 

During the last few years, prices of soft 
wheats throughout the country have 
tended to be depressed relative to the 
prices of hard wheats. A reason com- 
monly cited has been the tendency for 
producers of red wheat to take less full ad- 
vantage of the governmental price-sup- 
port program than did producers of hard 
wheats; red wheat is commonly raised on 
small acreages per farm, in connection 
with diversified agriculture, while hard 
wheats are grown mainly on larger acre- 
ages and as the principal or only crop. 
There may have been other contributing 
influences. In any case, the price depres- 
sion of red wheat relative to hard wheat 
increased to such an extent in the spring 
and summer of 1953 that the Kansas City 


2? The change was approved by a narrow margin, 
in April, to be effective for deliveries in December 
1940 and subsequently. (Cf. Kansas City Grain Mar- 
ket Review April 15, 1940.) 
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future became in effect a red wheat fu- 
ture. 

Prices of different classes of wheat tend 
to move somewhat differently. Conse- 
quently the change in effective character 
of the Kansas City future made it less ef- 
fective than before as a hedging medium 
for millers of hard wheat and dealers in 
such wheat. Millers were the ones who 
suffered most from the particular dis- 
parities in price movement that occurred 
in the spring of 1953, and they promptly 
petitioned the Kansas City Board of 
Trade for a change in delivery provisions 
that would make the Kansas City future 
again a hard winter wheat contract. 

A committee was appointed in early 
June to consider the question, and it in- 
vited expressions of opinion from the 
membership of the exchange. This pro- 
duced a record of arguments pro and con 
to which we shall turn in a moment. 
After prolonged discussion, a vote was 
taken in late August at which the pro- 
posed change was rejected by a majority 
of 92 to 79—a decisive rejection in view 
of the fact that a two-thirds majority was 
required for its adoption. The millers, 
however, returned to the attack with a 
proposal that a separate hard wheat con- 
tract be introduced for use as an alterna- 
tive to the existing contract. To minimize 
objection, proponents of this change 
agreed to having it take effect only for de- 
livery months in which trading had not 
already started; that is, to having trading 
in the new contract restricted to deliv- 
eries for July 1954 and later. This meant 
foregoing any substantial benefit from 
the proposed change during the 1953-54 
crop year, but it left little ground for op- 
position to the change because, if the new 
contract should be little used for July de- 
livery it could be abandoned after a few 
months with minimum inconvenience 

*Kansas City Grain Market Review August 24, 
1953- 


from having tried it. This proposal was 
approved in October by a vote of 120 to 


CONTEMPORARY ARGUMENTS AND 
HIsTORICAL EVIDENCE 


The original proposal that the Kansas 
City future be made again a strictly hard 
wheat future was apparently rejected be- ~ 
cause of majority opinion that the exist- 
ing contract would attract more trading 
than a contract which restricted deliv- 
eries to hard winter wheat. The letters 
received in June by the committee con- 
sidering the proposal advanced a variety 
of arguments,° but the two most often 
used were that one or the other contract 
—whichever the writer favored—would 
better promote the “liquidity of the mar- 
ket,” and that one or the other would bet- 
ter meet the obligations of the exchange. 
If some exchange members found these 
two considerations in conflict (none of 
the letter-writers so expressed them- 
selves), I judge that they were mainly 
people who thought that the exchange 
had an obligation to serve especially the 
interests of hedgers of hard winter wheat, 
by providing a hard wheat contract, even 
though it might draw less trade than the 
existing contract. 

What appears most clearly from the 
letters is absence of agreement on essen- 
tial facts. The argument of obligation was 
used on both sides; some holding that 
Kansas City had a special obligation to 
serve hedgers of hard wheat, others main- 
tained that it should serve hedgers of soft 
wheat as well as hedgers of hard wheat. 

*Ibid., October 13, 1953. 

* Thirty-nine letters were received, of which one 
was from a non-member who asked to be heard as an 
interested user of the market. Apparently those ’‘who 
wanted a change were more inclined to express 
themselves than those who were satisfied, for 23 writ- 
ers advocated the change while 16 opposed it. I am 
indebted to Mr. W. R. Scott, Executive Vice-Presi- 


dent of the Kansas City Board of Trade, for making 
this correspondence available for study. 
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WHOSE MARKETS? — ASPECTS OF FUTURES TRADING 3 


‘Liquidity of the market, according to 


some writers, could best be promoted by a 
hard wheat contract; according to other 
writers, liquidity would be better pro- 
moted by the “broad base” of the contract 
that allowed delivery of either hard or soft 
wheat. Even the less common arguments 
were used on both sides. Some writers 
held that the existing contract gave the 
better protection against manipulation; 
others argued that it favored manipula- 
tion. One writer advocated a hard wheat 
contract on the ground that it would 
favor use of futures as a means of acquir- 
ing wheat; another favored the existing 
contract because it gave opportunity also 
for users of red wheat to acquire it 
through delivery; and a third writer 
maintained that promoting delivery was 
not a proper aim of a futures contract. 

In view of what actually happened to 
futures trading at Kansas City, it is per- 
haps most remarkable that almost no one 
indicated both recognition of the impor- 
tance of the issue under discussion and 
awareness of pertinent facts in the history 


- of futures trading. There was one mem- 


ber, however, who wrote: “If we... 
continue to sanction soft red wheat deliv- 
eries our futures trading will, without 
any doubt, dwindle to the vanishing 
point, ...as happened at St. Louis 
many years ago.” 

Three facts that could have been used 
to predict what happened to futures trad- 
ing at Kansas City, last summer appear 
clearly from the history of futures trad- 
ing. These are that: (1) In the case of 
products in which there is much public 
interest, such as wheat, the volume of 
business on a futures market depends pri- 
marily on the amount of hedging busi- 
ness that it attracts; (2) In the absence of 
some important special influence, hedg- 
ing business tends to concentrate in a 
single futures market; and (3) It is possi- 
ble for a smaller independent futures 


market to survive and prosper in the face 
of competition from a larger neighbor, 
but it can do so only by offering hedgers 
some advantage that outweighs the lower 
cost of hedging in a larger market. 

It is odd that the first and most impor- 
tant of these facts escaped recognition for 
so long as it did. During the earlier his- 
tory of futures trading there was much ex- 
cuse for believing superficial indications 
that futures markets were supported pri- 
marily by speculators; but for at least 
twenty-five years now there has been evi- 
dence available to show rather clearly 
that in fact the size of a futures market, 
at least in the United States and among 
the more prominent commodities, has de- 
pended on the amount of hedging busi- 
ness available. Almost every year of the 
last twenty-five has brought new evidence 
of the importance of hedging in deter- 
mining the amount of futures trading on 
a market. Much of this evidence has been 
known all the while to the present writer 
and he is not proud of his own failure to 
notice, until a year or two ago, that the 
accumulating evidence required revising 
old ideas. 

In the present connection it would be 
especially pertinent, if space were avail- 
able, to trace year by year since World 
War I the fluctuations in amount of busi- 
ness done in wheat futures on each fu- 
tures exchange in the United States.* The 
facts come out most clearly if the data 
used are those on open contracts. All of 
the larger changes in open contracts 
through the thirty years for which data 
are available’ can be explained in terms 


* Other evidence leading to the same conclusion is 
discussed in Holbrook Working, “Futures Trading 
and Hedging,” The American Economic Review, pp. 
318-320. My thinking was first turned in this direc- 
tion by an early draft of a manuscript by H. S. Irwin 
on the history of futures trading in eggs; see Irwin, 
Evolution of Futures Trading (Mimir Publishers, 
Madison, Wisconsin. In Press). 

* Cf. Grain Futures Statistics, 1921-1951, U. S. De- 
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of influences affecting the amount of 
hedging that would naturally have been 
done. When the data are studied for each 
market separately, obvious explanation 
is found for most of the year-to-year fluc- 
tuations in open contracts. In Kansas 
City, they varied with the size of the hard- 
winter-wheat crop; in Minneapolis, with 
the size of the spring-wheat crop; in Du- 
luth, where the trading was chiefly in a 
durum wheat future, the amount of open 
contracts varied with the size of the du- 
rum wheat crop. When surplus stocks of 
wheat accumulated in the late 1920's, 
leading to increased hedging, open con- 
tracts rose on all markets. When the 
Grain Stabilization Corporation took 
over much of this surplus in 1930-31, so 
that the stocks were no longer hedged, 
open contracts dropped. When a new sur- 
plus appeared at the end of the 1930's, 
federal loans and direct holding by the 
Commodity Credit Corporation created 
an actual shortage of wheat supplies in 
commercial hands, and hedging and open 
contracts in wheat futures dropped 
sharply. 

It remains not wholly clear why the 
total volume of open contracts should 
vary so closely with the amount of hedg- 
ing as it does, in spite of the fact that a 
large fraction of the contracts are made 
and held by speculators. But if one ac- 
cepts the fact that the total volume of 
open contracts does vary closely with the 
amount of hedging, then it becomes quite 
clear why futures trading in a commodity 
tends to concentrate in a single market. 
As between two futures exchanges of sub- 
stantially different size, the larger one al- 
ways offers hedgers an advantage of econ- 
omy. This is why hedgers attach so much 
importance to “liquidity” of a market. In 
the large, liquid, market they can place or 


partment of Agriculture Statistical Bulletin No. 131 
(July 1953), p. 16. 


remove hedges with little “price effect.” 

What is commonly referred to as the 
“price effect” of hedging transactions 
may be better understood if looked at in 
another way. There is nothing inherently 
peculiar about hedging orders in a fu- 
tures market, but they do have the charac- 
teristic that they are usually placed for 
immediate execution. Though specula- 
tors may often buy or sell only if the price 
reaches some particular level, the pur- 
poses of hedging usually dictate buying 
or selling futures promptly after making 
a purchase or sale in a “cash” market. In 
any competitive market, whether for 
wheat futures, for houses, or for used cars, 
the urgent buyer must expect usually to 
pay a higher price than he would have to 
pay if he shopped around; the urgent 
seller must expect usually to sell at a 
lower price than he would get if he took 
the time and trouble to seek out someone 
who was eager to buy. 

In markets where there are frequent 
purchases and sales for whatever the mar- 
ket will bring, some people make a more 
or less regular business of buying from 
urgent sellers in order to sell to urgent 
buyers. The more of such business there 
is to be done, and the shorter the ex- 
pected interval between purchase and re- 
sale, other things equal, the narrower is 
the usual margin between “buyer’s price” 
and “seller’s price.” On wheat futures 
markets, this margin between buyer's 
price and seller’s price is usually only a 
fraction of a cent per bushel, but whereas 
it is usually only 14 cent or 14 cent at 
Chicago, it may be two or three times that 
large at a smaller market. 

Whether one gives as explanation the 
“price effect” of hedging orders, or the 
existence concurrently of differing prices 
for urgent buyers and urgent sellers, the 
fact that the larger of two futures markets 
tends to provide the cheaper hedging is 
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well known to experienced hedgers. The 
importance of this difference in cost has 
increased over the years. Half a century 
ago a small futures market could count on 
getting much of the hedging business that 
originated in its locality; there was fu- 
tures trading in wheat not only on the fa- 
miliar exchanges of today, but also at St. 
Louis, Detroit, Toledo, Buffalo, New 
York City, and Baltimore.’ Improving 
communications thereafter, and decline 
in the proportion of business done by 
small firms, probably both tended to pro- 
mote shift of hedging business to the 
more economical hedging market at Chi- 
cago. All of these smaller futures ex- 
changes except that at St. Louis either 
had closed by 1917 or failed to reopen 
after World War I. St. Louis reopened, 
but steadily lost business, and discontin- 
ued futures trading in 1938. 

Yet it is possible for a small futures 
market to hold its own in competition 
with a larger neighbor, as is shown by the 
experiences of Kansas City, Minneapolis, 
and Duluth. Each of these exchanges had 
a distinctive futures contract that offered 
advantages for which a substantial group 
of hedgers were willing to pay. At Kansas 
City, until 1953, the future represented 
hard winter wheat. At Minneapolis the 
contract was for hard spring wheat. Du- 
luth did its principal business in a durum 
wheat future. 

At Duluth even a distinctive contract 
eventually proved insufficient to support 
futures trading. At its highest level, in 
i928, durum wheat production was less 
than half that of hard spring wheat. The 

* There was futures trading also at Milwaukee and 
on the “Open Board of Trade” at Chicago; but these 
trading boards, which continue to operate, are un- 
welcome appendages of the Chicago Board of Trade 
rather than independent exchanges. They function 
through arrangements by which their contracts may 
be exchanged for contracts of the Chicago Board of 
Trade for purposes of making or receiving delivery. 


(Cf. Federal Trade Commission, Report on the 
Grain Trade, II, 128-29, 138-39; Washington, 1920.) 


highest level of open contracts at Duluth, 
reached in 1928 and 1929, was similarly 
less than half the volume of open con- 
tracts at Minneapolis. Then a succession 
of virtual failures of the durum wheat 
crop and a great decline in durum acre- 
age so curtailed durum hedging and fu- 
tures trading that Duluth became a very 
unsatisfactory hedging market. Further 
declines in its business when durum 
stocks fell very low in 1944 and 1945 left 
Duluth unable to attract much hedging 
of even durum wheat, and futures trad- 
ing there was discontinued in 1946. 

At Minneapolis, on the other hand, 
and at Kinsas City until 1953, main- 
tenance of a distinctive futures contract 
kept for those markets the business of 
hedgers who valued a “close” hedge for 
the class of wheat represented by the con- 
tract. 

The history of futures trading gives 
also some ground for a fourth conclusion 
pertinent to interpreting what happened 
at Kansas City in 1953. Apparently the 
wheat-hedging business that a smaller fu- 
tures market can most successfully attract, 
through a distinctive contract, is the busi- 
ness of millers. Operators of large storage 
elevators seem to give less weight than 
millers to the advantages of a “close” 
hedge. This is indicated by the fact that 
when storage elevator stocks have de- 
clined sharply, and much more than mill 
stocks (as happened when the Grain 
Stabilization Corporation accumulated 
its stocks in 1930-31 and when the loan 
program and CCC holding took such 
strong effect at the end of the 1930's) open 
contracts fell off more at Chicago than at 
either Kansas City or Minneapolis. 


CAUSES AND CONSEQUENCES OF 
HeEpDGERS’ DISSATISFACTION 


The reasons for dissatisfaction of mill- 
ers with the Kansas City futures contract 
may be seen from Chart 1. The “premi- 
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CuHart 1 


PreMIuMsS ON No. 2 Harp aNnp No. 2 Sorr Rep WinTER WHEAT AT Kansas City, TUESDAYS AND 
FripAys OF MARCH-SEPTEMBER, 1953* 


(Cents per bushel) 
+20 +20 
+10 +10 
No.2 
/ 
7 
710 — -10 
-10 
-10 
- -20 
March April May June’ July August September 


* Quotations from Kansas City Grain Market Review, for cheapest quality of each grade. 


ums” which it shows are differences be- 
tween the quoted spot price of the cheap- 
est qualities of No. 2 Hard and No. 2 Soft 
Red Winter wheat, on the one hand, and 
the price of the near future on the other 
hand.® Because a hedger gains or loses as 
a result of changes in the relation be- 
tween cash and futures prices, it is such 
changes in premiums that concern him 
rather than the price changes themselves. 
The zero lines used for plotting premi- 
ums on the chart are shifted with each 
change in the delivery month used as a 
basis for quoting the premiums, and their 
levels are so placed that the curves reflect- 
ing premiums may properly be drawn as 

* The spot quotations as originally published are 
in fact obtained by adding quoted premiums to the 


closing price of the future, so the chart was based di- 
rectly on the quoted premiums. 


continuous curves. The conformation of 
the curves is nevertheless influenced to 
some extent by the choice of dates at 
which the shifts were made. 

In mid-April a rise in premiums of 
both hard and soft winter wheat was fol- 
lowed by further rise in the hard-wheat 
premium, while the soft-wheat premium 
turned down. This was the point at which 
the Kansas City futures contract became 


effectively a soft red wheat contract. Mill- 


ers who had hedged forward sales of hard 
wheat flour and thereafter had to buy the 
wheat at high premiums, lost money be- 
cause the flour sales had been priced on 
the reasonable assumption that the hard- 
wheat premium would fall close to zero 
in May, as it necessarily would have done 
if only hard wheat had been deliverable 
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on futures contracts. It was this event that 
first produced active effort by the millers 
to get a change in the delivery provisions. 

From mid-April to the middle of July 
prices of hard wheat remained above 
those of soft red, but for the last month of 
this interval the price difference between 
the cheapest qualities of the two classes 
and grades was small and fairly stable. 
Meanwhile flour sales were relatively 
small. Then just after the middle of July 
mill offers of flour, for later shipment, 
were accepted by buyers in quantities de- 
scribed as “tremendous.”’!® Most mills, of 
course, promptly hedged these sales by 
purchase of futures. 

When the mills subsequently sought to 
buy the spot wheat to fill their flour or- 
ders, premiums on hard wheat rose 
steeply. No such rise in premiums would 
have been possible if only hard wheat had 
been deliverable on the Kansas City fu- 
ture; instead, the premium on ordinary 
No. 2 Hard would necessarily have fol- 
lowed approximately the course that was 
actually followed by the premium of No. 
2 Red Wheat. Because red wheat was de- 
liverable on futures contracts, millers lost 
heavily. 

It should be noticed that the hedging 
losses incurred because Kansas City al- 
lowed delivery of either of two classes of 
wheat fell on hedgers who had a long po- 
sition in futures. The same events 
brought unexpected profits to those who 
happened to hold short positions in fu- 
tures as hedges against wheat stocks. This 
illustrates what may be a general tend- 
ency that could explain the indications 
of historical experience, mentioned ear- 
lier, that operators of storage elevators 
tend to hedge at Chicago while mills tend 
to favor markets where the future repre- 
sents a specific class of wheat. Multiplicity 
of deliverable classes of a commodity, as 


” Cf. Southwestern Miller, July 21, 1953. 


for Chicago wheat, creates a sort of bias 
in favor of hedgers of stocks (short hedg- 
ers) and against hedgers of forward orders 
(long hedgers). 

Even prior to July, dissatisfaction with 
the Kansas City future had led some mill- 
ers in the Kansas City area to use other 
markets for hedging. A few had chosen 


to hedge at Minneapolis, expecting to get - 


the best available hedging protection 
there because the Minneapolis contract 
was for hard wheat, though for hard 
spring.1? Presumably more had shifted 
their hedging to Chicago. The Chicago 
futures contract was also effectively a red 
wheat contract, but hedging could be 
done more economically there than at 
Kansas City because it was a broader and 
more liquid market. Still it was not until 
July, when millers began to incur still 
heavier losses than before on their Kansas 
City hedges, that large numbers of millers 
withdrew their hedging business from 
Kansas City. Probably many dealers in 
hard wheat also withdrew hedging busi- 
ness from Kansas City; the letters re- 
ceived in June had expressed dissatisfac- 
tion with the Kansas City contract on the 
part of a number of dealers, as well as of 
all the hard wheat millers who expressed 
opinions. 

The consequences of further with- 
drawal of hedging business from Kansas 
City that began in July are shown in 
Table 1 and Chart 2. Total open con- 
tracts at Kansas City dropped rapidly 
from 30 million bushels on July 15 to 10 
million bushels in November. Volume of 

“ After a rise in spot premiums such as that in 
July and August (Chart 1), there will eventually be a 
corresponding decline, in which holders of stocks 
will incur losses on their hedges; but the decline 
tends to come from a high level of premiums caused 
by shortage of supplies, so losses on the small hedged 
stocks are correspondingly small in total. 

™ Two of the letters received in June by the com- 
mittee considering possible change in the Kansas 


City contract were from millers who reported having 
turned to Minneapolis for their hedging. 
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TABLE 1 


OpEN CONTRACTS AND TRADING IN WHEAT FUTURES AT CHICAGO AND Kansas City AND RATIOs, 
ANNUALLY, 1946-47 To 1952-53 AND SEMI-MONTHLY FROM JULY 1953! 


(Million Bushels: Per Cent) 


Ratio (Per Cent) 
Open Contracts? Daily Average Sales Kansas City to Chicago* 
Periods 
(Years are Kansas Kansas 
June-July) Chicago City Chicago City Contracts Sales 
1946-47 27.6 7.8 6.2 A 28.3 5.6 
1947-48 69.4 16.6 14.4 1.4 23.9 9.7 
1948-49 61.4 20.9 10.9 1.5 34.0 13.8 
1949-50 62.7 12.9 10.8 1.2 20.6 11.4 
1950-51 * 65.1 19.8 11.8 2.0 30.4 17.2 
1951-52 74.2 18.0 10.2 y Be 24.2 21.6 
1952-53 76.1 18.6 10.4 2.5 24.4 24.0 
1953-544 
July 15 86.4 29.6 31.6 7.2 34.3 22.9 
July 31 97.8 25.6 17.7 2.8 26.2 16.0 
Aug. 14 101.0 21.8 29.7 3.0 21.6 10.1 
Aug. 31 99.4 18.3 23.9 2.4 18.4 10.0 
Sept. 14 95.3 16.0 19.5 1.9 16.8 8.8 
Sept. 30 92.5 13.7 16.6 1.4 14.8 | 8.3 
Oct. 15 94.5 12.2 11.1 1.1 12.9 9.5 
Oct. 30 98.0 12.1 11.7 1.3 12.3 11.5 
Nov. 13 92.0 10.9 16.7 1.2 11.8 6.9 
Nov. 30 83.3 9.9 15.5 1.3 11.8 8.4 
Dec. 15 76.9 9.1 14.5 1.1 11.8 74 
ce — from reports of the Commodity Exchange Authority and from the Kansas City Grain Market 
lew 


2 Averages of month-end open contracts, except as noted below. 
3 Calculated from figures carried to more places than are shown to the left. 
4 Open contracts for the dates shown; sales averaged for the half-month ending on that date. 


trading (average daily sales) dropped sim- 
ilarly. Because volume of trading fluctu- 
ates so much from day to day and from 
week to week, under influences that tend 
to affect different wheat futures markets 
similarly, the effect of the special influ- 
ence operating at Kansas City is reflected 
better by the ratios shown in the last col- 
umn of Table 1 and in Chart 2 than by 
the absolute figures. Average daily sales 
of wheat futures at Kansas City during 
the first two weeks of July were nearly 23 
per cent of the volume at Chicago. Dur- 
ing November, Kansas City sales aver- 
aged less than 8 per cent of Chicago sales. 

The table and chart show also annual 
data for seven earlier years, to provide a 
base for comparison. The most note- 
worthy feature of the record for earlier 
years is the steep rise in relative volume 


of trading at Kansas City between 1946- 
47 and 1952-53. The low level of the sales 
curve in the first two years reflects exist- 
ence of a relatively small amount of spec- 
ulative and scalping trade at Kansas City, 
and a good deal of dependence on arbi- 
trage (“spreading’’) against Chicago to 
maintain reasonable liquidity of the Kan- 
sas City market. A similar condition had 
existed in earlier years. By 1952-53 Kan- 
sas City had built up its volume of trad- 
ing to nearly the same position relative to 
open contracts as prevailed at Chicago; in 
that year daily sales at Chicago averaged 
13.6 per cent of open contracts and daily 
sales at Kansas City, 13.4 per cent of open 
contracts there. 

Such a drop in futures business as oc- 
curred at Kansas City in the last half of 
1953 is only what should reasonably have 
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CHART 2 


AVERAGE OPEN CONTRACTS AND TRADING IN WHEAT FuTuRES AT Kansas City 
AS A PERCENTAGE OF CHICAGO, JULY 1946 TO DECEMBER 1953* 


(Percentages; Logarithmic Scale) 


08 ANNUAL AVERAGES SEMI-MONTHLY 
40 40 
™ Open contracts 
30} 4 30 
6 
A L 4 
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1946 1947 1948 1949 1950 195! 1952 JAS ON D 
et “47 -48 -49 -50 -52 -53 1953 
*The sharp relative decline in open contracts and in sales at Kansas City from June 30, 1953 reflects dis- - 
satisfaction of hedgers with the Kansas City futures contract. Provision for new contract terms, made on ‘ 
October 13, did little to check the decline because the new terms were applicable only to contracts for delivery i 
in July 1954 or later. Data from Table 1. 
. been expected in view of conclusions _ half, in terms of the ratio to Chicago open 
| drawn above from the earlier history of contracts, in a space of only two months. ' 
a futures trading.1* If the amount of busi- Volume of trading at Kansas City, ex- a 
ness done on a futures exchange depends pressed also as a percentage of the corre- a 
: primarily on the amount of hedging that sponding figure at Chicago, dropped by - 
. it attracts, and ifa relatively small futures one-half in a single month—from 22.9 
‘ market in competition with a larger one _ per cent of the Chicago volume in the first 
1 can obtain a substantial amount of hedg- half of July to 10.1 per cent in the first 
' ing business only by offering hedging half of August. It is hard to say whether 7 
q facilities of superior quality, then it such rapid drops are reasonably attribut- . 
) able solely to loss of hedging business, 
l ing there should dave Groppee’ tive trade in futures tends to increase and 
y to decrease as it does in response to 
Even so, I find it surprising that the loss : : 
L changes in hedging trade. If the connec- 


of business at Kansas City was so abrupt 
as it was. Open contracts declined by one- 
* The conclusions were in fact published shortly 


in advance of the Kansas City experience, in the pa- 
per cited earlier in footnote 6. 


tion between hedging trade and specula- 
tive trade tends to be a rather loose one, 
as I incline to suppose, the sharpness of 
the decline in total futures business at 
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TABLE 2 


Mon TH-END OPEN CONTRACTS IN KANSAS NEw-Crop FuTuRES AND PERCENTAGE IN 
HarD WHEAT CONTRACTS, OCTOBER 1953 To FEBRUARY 1954* 


(Thousand Bushels) 
Hard or Red Hard Only 
Per Cent 
Date July Sept. July Sept. Total Hard 
Oct. 30 35 _ 860 — 895 96 
Nov. 30 195 — 1590 a 1785 89 
Dec. 31 235 — 1708 1943 8&8 
an. 29 375 5 2010 26 2416 &4 
eb. 26 565 5 2153 37 2760 79 


*Data from Kansas City Grain Market Review. 


Kansas City is not fully explained by dis- 
satisfaction of hedgers with the futures 
contract there. 

If some supplementary explanation is 
needed to account fully for what hap- 
pened to futures trading at Kansas City, 
it must be an explanation that involves 
discouragement to speculative trade— 
some special discouragement at Kansas 
City that depressed trading there relative 
to trading at Chicago. The most obvious 
possible explanation is that perhaps a 
good many speculators in Kansas City 
wheat were people particularly interested 
in hard winter wheat. Such people would 
tend to lose interest when the Kansas City 
future became effectively a soft wheat 
contract. But such an explanation would 
run counter to the common view that 
most speculators do not care much what 
they speculate in; or that if they are par- 
ticularly interested in wheat, for example, 
they are not discriminating enough tocare 
what sort of wheat they trade in. Is it pos- 
sible that many speculators are more dis- 
criminating than is commonly supposed? 


RESULTS OF THE EXPERIMENT 
Decision of the Kansas City exchange 
to try a hard wheat contract, along with 
the old one,.opened the way to finding 
out which would be the more popular 
contract in actual use, and by how wide a 
margin. But because trading in hard 


wheat futures was restricted to deliveries 
in July 1954 or later, the two forms of 
contract did not compete on an equal 
basis. Table 2 compares the amounts of 
old-style contracts and of hard wheat con- 
tracts in effect for July and September de- 
livery at the end of each month from Oc- 
tober through February. The heavy pre- 
dominance of hard wheat contracts at first 
reflects abnormal forcing of hard wheat 
trading into the July delivery because it 
could not be done for earlier delivery 
months. This effect diminished as time 
passed, but was undoubtedly still present 
at the end of February. At that time it 
was reasonable to think that the percent- 
ages in the final column of Table 2 might 
possibly continue their evident down- 
ward trend as the volume of contracts for 
May delivery declined to extinction in 
late May, with the result that when all 
outstanding contracts were for new-crop 
delivery months, no more than about 70 
percent of their volume might be in the 
hard wheat contract.'* 


™ When the final draft of this paper went to the 
Editor, suggestion of this possibility was followed 
by speculation on the further possibility that at 
Kansas City, contrary to nearly all other experience 
with futures trading, it might prove feasible and 
desirable to maintain trading in two futures con- 
tracts. Subsequent events have shown that condi- 
tions at Kansas City did not allow emergence of 
such an interesting exception to the general rule. 
The paragraphs that follow have been added in 
galley proof. 
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Such an outcome appeared possible 
only on the assumption that hedgers who 
preferred the old contract terms might 
hold that preference strongly enough to 
overcome their aversion to use of a rela- 
tively inactive contract. ‘That proved not 
to be the case. By the time the last con- 
tracts for May delivery were closed out, 
on May 24, the volume of contracts for 
July delivery stood at 5,597 thousand 
bushels, of which 91 percent were in the 
hard wheat contract; and trading for de- 
liveries after July was confined entirely 
to the hard wheat contract. 

Though a relatively small futures mar- 
ket that competes for hedging business 
with a larger one can lose ground very 
quickly if its contract ceases to offer some 
special advantage to hedgers, it cannot so 
quickly regain lost ground by restoring 
that advantage. Once business has fallen 
off, such a market suffers aggravated dis- 
advantage from its small volume of busi- 
ness. Thus by the end of May, when 


Kansas City was once again using a hard 
wheat contract for all delivery months, 
its volume of open contracts had recov- 
ered only to 16.5 percent of the volume 
at Chicago, and its volume of trading still 
averaged only about 7 percent of the vol- 
ume at Chicago. Further recovery of busi- 
ness in wheat futures at Kansas City may 
nevertheless be fairly rapid. The gain in 
volume of open contracts from 11.8 to 
16.5 percent of the total at Chicago, be- 
tween December and late May, is an im- 
pressive one—a gain of 40 percent—and 
it has been attained at a time of year 
when Kansas City open contracts tend to 
be near their lowest level. And one may 
confidently expect the relative volume of 
trading at Kansas City to respond soon 
to the increase in relative volume of open 
contracts, aiding the further recovery of 
hedging business that will be stimulated 


by movement to markets of the 1954 crop 
of hard winter wheat. 
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ESTIMATING THE MARKET POTENTIAL 
OF A FLOATING POPULATION 


REINHOLD P. WOLFF 


University of Miami 


LOATING populations are found in 
F many areas with seasonal employ- 
ment and form an important factor in 
the markets of such tourist states as 
Maine, Colorado, California and Florida, 
in capital cities during the session of the 
state legislature, in convention cities dur- 
ing large national conventions and in de- 
fense areas in wartime. Their accurate 
marketing appraisal is statistically diffi- 
cult, since the consumer patterns are geo- 
graphically and functionally mingled 
with the resident populace. 


POPULATION ESTIMATES 


Censuses of transients have been un- 
dertaken,! but are rarely satisfactory for 
ascertaining the true extent of the non- 
resident population. Especially in travel 
and vacation areas the number of persons 
in the area is subject to rapid change and 
therefore not adequately sampled by a 
census at a specific time or place. Other 
methods had therefore to be designed to 
estimate the tourist element. The con- 
cept commonly used to identify the tour- 
ist population is the “tourist day’’ mean- 
ing the period of one day spent by one 
single tourist in the area. A count of 7 
tourist days for instance may mean the 
period of one week spent by a single 
tourist or the period of one day spent b 
7 tourists. 

2A count of transients in certain areas was under- 
taken by the 17th Decennial Census of the United 
States, Census of Population, but the results have 
not yet been published. For an estimate of migrants 
in war-congested areas, see: U. S. Bureau of the 
Census, Characteristics of the Population, Labor 


Force, Families and Housing, Congested Production 
Areas, Series CA-3, Numbers 1-10, 1944. 
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In some areas the movement of travel- 
ers in and out of the area is observed as 
a basis for tourist day counts.” Another 
method consists in ascertaining the facili- 
ties available for the accommodation of 
the non-resident population and finding 
the floating population from the rate of 
their occupancy.’ Finally, population in- 
dicators are used to determine the extent 
by which the resident population is swol- 
len during certain periods. Commodity 
distribution, newspaper circulation, util- 
ity consumption and similar data lend 
themselves as such indicators. 

Each of these methods has obvious 
weaknesses. Travel movements—espe- 
cially on highways—encompass both local 
travel and in-and-out movements of the 
floating population. Occupancy surveys 
of facilities pose a problem of separation 
because residences are used by both float- 
ing and permanent dwellers. The use of 

* Most reliable are estimates of tourist days where 
governmental agencies are able to control entrance 
and exit. See the reports of the Bahama Develop- 
ment Board on Tourist Travel; Hawaii Visitors 
Bureau, “The Impact of Visitor Dollars in Hawaii,” 
Honolulu, 1953. Also Frances P. Sasscer, “One Bil- 


lion Travel Dollars Go Abroad,” Survey of Current 
Business, June, 1953, pages 9-11, a review of U. S. 
travel abroad. Regular road checks of the state road 
departments provide data on the movement of 
motoring visitors in-and-out of the states such as 
California, New Mexico and Washington. See: “Sell- 
ing Climate at a Profit,” The All-Year Round Club 
of Southern California, Los Angeles, and other pub- 
lications of the same organization. New Mexico 
State Tourist Bureau Annual Report, 1950. 

* Most comprehensive is the New England Vaca- 
tion Lodging Business Index of the Federal Bank of 
Boston (monthly proc.). Occupancy rates of resort 
hotels are included in the annual surveys of hotel 
operations by the accounting firm of Horwarth and 
Horwarth (New York, N. Y.). 
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indicators suffers from the lack of a re- 
liable population barometer. Most indi- 
cators that bear a correlation to popula- 
tion are distorted by economic fluctua- 
tions. If at all feasible, an estimate of 
the floating population should therefore 
use all three approaches and thereby nar- 
row the wide margin of error that each 
method involves. 

A practical instance of this procedure 
is presented from a study of the winter 
population of southeastern Florida un- 
dertaken in the 1952-1953 season by the 
University of Miami’s Bureau of Business 
and Economic Research. - 

Southeastern Florida is typically a win- 
ter tourist area and most of the floating 
population present during the months of 
October through May are either winter 
visitors, tourists or workers and their 
families who are employed in the tourist 
trades. In comparison, the number of 
business visitors and of seasonal agricul- 
tural workers is small. 

The floating population arrives by 


plane, motor car or railroad with an in- 
significant addition of bus and boat 
travel. For the purposes of the study, the 
number of weekly arrivals and depar- 
tures was ascertained during the winter 
season 1952-1953. [he net increase of the 
population from the zero point early in 
October 1952 to the peak week in mid- 
February 1953 as well as the gradual de- 
cline to the zero point at the end of the 
season in May was calculated.* 

If only weekly data are available, the 
statistical accuracy is distorted by in-and- 
out movements during the week. Day-to- 
day variations cannot be inferred from 
the weekly totals. Such daily shifts may 
occur on holidays, conventions and simi- 
lar events of short duration. In most 
areas the distortion would be minor if 
the flow of population is more regular 
and involves longer terms; the same is 
true of areas with seasonal work periods. 

“Net inward migration which is at the rate of 


approximately 45,000 a year was relatively small in 
relation to total movements and was left out. 


TABLE 1 
EstTIMATED Tourist Days AFTER PEAK WEEK BASED ON TRAFFIC FLOW 


Southeastern Florida 


7 Day II 
Period 
Ending 

Wednesday 


Tourist 


Outflow* 


Tourists 
Remaining at 
End of Week 


Median Number 
of Tourists 
During the Week 
(adjusted) 


Tourist Days 
in7 Day 
Period 


1953 

Feb. 25 9,000 

9,695 
12,160 

2,120 
11,011 
18,600 
24,725 
28,476 
23,274 
26,089 
20,934 
14,145 
17,059 
11,712 


232,000 
222,305 
210,145 
208,025 
197,014 
178,414 
153,689 
125,213 
101,939 
75,850 
54,916 
40,771 
23,712 
12,000 


260,700 
250,030 
237,820 
230,010 


16,138,130 


* Tourists leaving area each week (amount of nee over arrivals of all media) (air, rail and road 


traffic). Revised upwards by 1,500 persons per wee 
April 1 to May 31. 


to compensate for tourist workers leaving area from 
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The preceding instance taken from the 
Florida tourist study illustrates the use 
of the procedure in a receding season. 

Arrival and departure data were easily 
obtained from air lines, railroads and bus 
companies who keep daily records. Much 
more difficult was the ascertaining of 
road traffic. These data were gleaned 
from travel observations at the entry 
point of the major traffic artery, in this 
case U.S. No. 1 which enters the area 
north by Palm Beach. Sample road checks 
were made daily of the number of cars 
with out-of-state licenses entering and 
leaving the area. The daily net inflow of 
travelers was calculated from the sample 
with the help of a conversion ratio based 
on car occupancy. The relative contribu- 
tion of other traffic arteries was deter- 
mined and the total net was increased 
proportionately. 

Simultaneously with the traffic checks, 
a weekly occupancy survey was con- 
ducted. Several dozen hotels and motels 
in the area of different classifications re- 
ported a daily room occupancy rate. 
These occupancy rates serve as a basis for 
estimates of total available facilities. As- 


suming an average of two persons per 
room yield we obtain a daily tourist esti- 
mate. By multiplying the number of 
tourists by the number of calendar days 
in the week, another figure of weekly 
tourists was obtained that can be checked 
for accuracy against the figures developed 
through the traffic flow. In the case of 
South Florida, the total capacity of ac- 
commodations could be ascertained with 
fair reliability. Naturally, the occupancy 
averages are subject to a fairly large error. 
The inclusion of apartments, trailers, 
furnished rooms would revise this error. 

A third method of supplementing the 
tourist days information consists of as- 
certaining the changes of seasonal indi- 
cators. After considerable testing, three 
indicators were found to reflect the week- 
to-week changes of the total population 
in South Florida; bread sales of a large 
bread factory with a generally accepted 
brand name, newspaper distribution of a 
widely read paper, and long distance tele- 
phone calls. The indices were developed 
on the basis of the slack period at the end 
of September. Weekly increases of the 
indicators over the base period were in- 


TABLE 2 
EstIMATE OF Tourist Days BEFORE AND AFTER PEAK WEEK BASED ON VARIOUS INDICATORS 
Four County Area 
I II III Estimated 
Circulation Tourist 
of Miami Bread Sales Long Dist. Population Number 
Herald Index Index, Base Calls In- Combined (Base Resi- of 

Week Base-October October dex, Base Weighted dent) Tourist 

Ending 146,100 = 100 184,700 = 100 14,700 = 100 Index* 850,000 Pop. Days 

1952 

Nov. 2 104.9 104.0 100.0 104.3 36,500 255,500 
107.0 105.9 105.5 106.4 54,400 380,800 
16 108.3 108.9 116.2 108.9 75,650 529,550 
23 109.4 111.5 118.3 110.8 91,800 642,600 
30 109.7 114.9 124.2 112.8 108,800 761,600 
Dec. 7 111.5 115.1 132.7 114.1 119,850 838,950 
14 113.2 114.6 134.8 114.7 124,950 874,650 
21 113.4 119.0 141.8 117.2 146,200 1,023,400 
28 114.7 119.9 180.1 119.8 168,300 1,178,100 


* Combined Index = (0.48) Bread Index + (10.48) Miami Herald Index + (10.04) Long Distance Calls 


Index. 
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terpreted as representing the seasonal in- 
crease of the population up to mid-Febru- 
ary, the peak winter season. From there 
on they represented a decrease. Weighted 
averages of all three indicators yielded 
values for each week for the number of 
tourist days. Weights were based on the 
relative importance of consumption 
items in the total economy of the area. 


EsTIMATE OF BUYING POWER 


The buying power of a floating popula- 
tion is in many respects different from 
that of the resident populace. For in- 
stance, the vacationer in a tourist area 
usually spends more than the resident on 
the same level of income and his spend- 
ing goes into different items of consump- 
tion. The migrant worker also displays 
a different spending pattern. His overall 
buying power is generally lower than the 
average of the resident population. Be- 
cause of this variation in per capita 
spending, it would be erroneous to ex- 
tend the resident buying power mechani- 
cally by the population. A better pro- 
cedure is to scale the average per capita 
spending by empirical values obtained 
through sample surveys and apply these 
averages to the cumulative non-resident 
days. If, for instance, the month of July 


produces 30,000 tourist days and the 
average spending per day is found to be 
$10, the average buying power of the 
floating population for this month would 
be 30,000 X $10 = $300,000, while for 
August the average spending may be $11 
and with an equal number of tourist days 
would yield an aggregate spending of 
$330,000. 


The difficulty consists in finding an ac- 


ceptable average. For one reason averages 
are elusive because of the degree of 
variation in spending patterns, not more 
elusive though than that of residents of 
various incomes. For another reason 
there may be a seasonal difference of con- 
siderable proportion. The visitor to Flor- 
ida’s Gold Coast is a spender of consider- 
ably higher magnitude than the fall and 
spring tourist. Where such variations in 
average spending exist, a more intensified 
analysis imposes itself. 

One procedure is to analyze the facili- 
ties which the non-resident population is 
using. In a tourist area, for instance, the 
rate classes of hotels, apartment houses 
and other facilities will give an indica- 
tion as to the distribution of the visitors 
by spending groups. In a survey of the 
tourist pattern in Miami Beach, hotel 


TABLE 3 
DISTRIBUTION OF HOTEL Rooms By RATE CLASSES 
Miami Beach, 1953 


Number Percentage 
Number of Hotels of Hotels 
of in this in this 
Class Rooms Percentage Class Class 
A 
en 1,443 5.3 6 1.6 
(high) | 3,064 11.2 19 5.1 
6,125 22.5 50 13.5 
9,915 36.4 136 36.7 
(low) 6,712 24.6 160 43.1 
Total 27,259 100.0 371 100.0 


Source: Rate classes and room figures were obtained from Miami Beach Chamber of Commerce. 
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units were broken down in five rate clas- 
sifications. Thus, conclusions on the 
stratification of winter tourists in this 
particular resort were obtained. 

A more direct approach to the problem 
is supplied by questionnaire or interview 
surveys of tourist spending. Numerous 
surveys of this type have been conducted 
in many fields of travel. These surveys 
yield data on vacation spending of the 
motoring family, the convention dele- 
gate, the visitor to specific areas, to na- 
tional parks, the foreign traveler, etc. In 
comparing averages yielded by such sur- 
veys, care must be taken to differentiate 
between varying patterns. Different types 
of consumptive behavior are intermin- 
gled in the floating population covering 
a wide range from the very high to the 
very low. In a tourist area, for instance, 
the high spender will be found as well as 

5See The Michigan Tourist Survey, Michigan 
State College of Business Research, June, 1953, Re- 
search Report No. 7, Bennett, Victor W. & Wester- 
lund, Barton A., Survey of the Winter Tourist In- 
dustry of Greater Miami, 1950—Lanzilloti, R. F., 
“The Washington Tourist Survey,” State College of 
Washington, 1950. The U. S. Department of the 
Interior through its National Park Service con- 
ducted several surveys of travel to National parks. 
See for instance, “Vacation Survey of Rogue River 
Basin” 1950, “Tourist Survey of Glacier National 


Park,” 1950 and “Yellowstone National Park Tourist 
Study,” 1950. 


TABLE 4 
DIsTRIBUTION OF TouRIST Days AND EXPENDITURES BY SPENDING GROUPS 


the budget vacationer and the tourist 
worker. A typical experience is in South 
Florida where we find in the winter sea- 
son the luxurious spending of wealthy 
visitors interspersed with typical vaca- 
tioning spending patterns on the one 
hand and with low spending groups such 
as visiting friends and relatives of resi- 
dents, tourist workers and seasonal agri- 
cultural workers on the other hand. 
Even if a reliable mean figure can be 
obtained there must be great care in ap- 
plying these general figures to specific 
areas and to various seasons. In general, 
one may assume that annual tourist days 
multiplied by mean daily spending will 
yield the figure ofaggregate buying power 
of the floating population. However, in 
many areas the mean spending is likely 
to be subject to large seasonal fluctua- 
tions. In a summer tourist area, for in- 
stance, mean spending will be high in the 
last weeks of July and during the first 
weeks of August when travel reaches its 
peak. Accommodations then are expensive 
while in the pre- and post season, lower 
rates affect total spending averages. In 
winter vacation resorts such as South 
Florida, room rates of hotels during the 
peak season are a multiple of the spring 
and fall rates. As a consequence, a tourist 


Spending Median Adjusted Number of Aggregate 
Range in Mean* Tourist Expenditures 
Class Per Day Class in Class Days Percent in Dollars Percent 

A 
High $21.00andover $25.50 $29.07 1,691,878 5.1 $ 49,182,893 13.5 
High-middle $15.00-$20.00 $17.00 $19.38 3,649,149 11.0 $ 70,720,508 19.4 

c 
Middle $10.00-$14.00 $12.50 $14.25 6,800,686 20.5 $ 96,909,776 26.5 

D 


$ 6.00-$ 9.00 
Under $6.00 


$ 7.50 
$ 4.50 


Low-middle 
E 


Low 


$ 8.55 
$ 5.13 


11,743,624 
9,288,743 


35.4 
28.0 


$100,407,985 
$ 47,651,252 


27.5 
13.1 


Totals All Ranges 


33,174,080 100.0 $364,872,414 100.0 


*Adjusted mean was computed from median spending in each class as found in the Hialeah Park Study. 
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population of varying income stratifica- 
tion is found in the changing seasons of 
the year. In such areas it is necessary to 
ascertain the spending pattern for each 
season separately. In order to calculate 
the aggregate buying power of the area, 
different average expenditure must be 
allotted to the tourist days totals in the 
various seasons. Table 4 supplies an ex- 
ample for this procedure. 

Indicators of economic activity such as 
retail trade and bank debits should be 
used with much care in ascertaining the 
buying power of a floating population. 
The presence of such a population has 
undoubtedly a stimulating influence on 
economic activity in general and the in- 
creases of items such as retail sales, bank 
debits, utility consumption, etc. even if 
occurring seasonally, are not necessarily 
of the same magnitude as the population 
increment. 


Also the consumption of the floating 


population, especially of travelers, is dif- 
ferent from that of the permanent popu- 
lation. With respect to retail sales for in- 
stance, it is understandable that a tourist 
group is likely to buy less food in grocery 
stores but spends more in restaurants 
than the resident population. On the 
other hand, sales of home furnishings, 
household utensils, souvenirs and items 
used for the service and entertainment of 
the visiting population may be increased 
out of proportion to the mere number of 
the tourists.* Again, the changes in con- 
sumption taking place as a consequence 
of the influx of travelers can be ascer- 
tained either at the point of sale, by sur- 
veying the outlets and their sales, or by 
consumer questionnaires exploring the 
commodity or service pattern of expendi- 
ture. 


*A survey of tourist spending was undertaken by 
the Hawaii Visitors Bureau in the Hawaii Study, 
lc. The Washington Tourist Survey, 1949, page 59, 
and the surveys by the National Park Service. 
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FACTORS INFLUENCING THE SELECTION 
OF PHARMACEUTICAL PRODUCTS 


THEODORE CAPLOW AND JOHN J. RAYMOND! 
University of Minnesota 


The Problem 


This study grew out of an earlier in- 
vestigation, undertaken in 1951, to de- 
scribe the structure of the medical-phar- 
maceutical market, and to obtain a de- 
tailed picture of how physicians make 
their decisions about advertised thera- 
peutic products. Although the 1951 
study? answered many questions about 
the structure of the market, and provided 
some information about the physicians’ 
attitudes and reactions toward each of the 
major merchandising media which func- 
tion in this field, we still lacked a clear 
picture of the way in which physicians are 
led to adopt new products or abandon old 
ones. The primary purpose of the study 
reported here, which was undertaken in 
the summer of 1953, was to find out more 
about product adoption by the medical 
profession. The basic questions to be an- 
swered were: What parts do the various 
methods of communicating information 
(media) play in persuading a physician to 
adopt a new product in place of one that 
he has been using? What is the net effect 
of media in various patterns and combi- 
nations, as evidenced by their impact 
upon the medical customer. 

The medical-pharmaceutical market 
has a number of special characteristics: 
The persons who choose the products, 

+ Now Associate in Sociology, Bureau of Economic 
Research, American Medical Association. 

? Summarized in Theodore Caplow, “Market Atti- 
tudes: A Research Report from the Medical Field,” 
Harvard Business Review, November-December, 
1952. Both the 1951 and 1953 studies were sponsored 


by Modern Medicine Publications, Inc., of Minne- 
apolis. 
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and to whom most promotional effort is 
addressed, are not ordinarily the purchas- 
ers; innovation and substitution are ex- 
tremely rapid and few products have any 
definite assurance of a future share in the 
market; elasticity of demand is low for 
many articles, and the effects of price 
competition are extremely ambiguous. 

Some, but not all, of the problems cre- 
ated by this situation have been met 
through the detailing system, which is pe- 
culiar to this market. The detail man is a 
salesman who seldom or never takes an 
order. His primary functions are to de- 
scribe products and to maintain good 
public relations so that the physician will 
be favorably disposed to the company and 
its products when he comes to the writing 
of prescriptions. 

Despite these special characteristics, the 
problem of assessing the relative influ- 
ence of promotional media will be recog- 
nized as one which arises in nearly every 
market, and often has considerable prac- 
tical urgency. 


The Research Design 


One hundred eighty-two practicing 
physicians located in Minnesota, Wiscon- 
sin, Iowa, Missouri, Illinois, Indiana, 
Michigan and Ohio, were interviewed 
‘during the months of May, June, and 
July, 1953, by a single interviewer. The 
original design called for a sample of 200, 
but limitations of time did not permit the 
completion of the number. The inter- 
viewing roster was selected (without the 
intervention of the interviewer) by me- 
chanical matching of each respondent to 
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a member of a reference sample of physi- 
cians in the eight-state area, selected by 
means of random numbers from the 1950 
A.M.A. Medical Directory, which is the 
latest edition to date. Matching was in 
terms of size of community (within 20 per 
cent of the smaller population), age 
(within four years), date of licensing 
(within four years), sex (identical), and 
specialty (identical).§ A similar matching 
method was used to select substitutes if 
the designated respondent had died, re- 
tired, moved away, or was otherwise un- 
available. The refusal rate was less than 
5 per cent. 

The interviewer was a_ sociologist, 
trained at the professional level, who 
used a modifiable inquiry schedule con- 
taining both direct and open-end ques- 
tions. The accuracy of the reporting pro- 
cedure was verified by a comparison of a 
sub-sample of reports with the transcripts 
obtained from tape-recordings. 

The interview consisted of four sec- 
tions. Section I contained a number of 
factual questions concerning type of prac- 
tice, size of practice, hospital and clinic 
affiliations, office organization, interac- 
tion with medical colleagues, detail men, 
and druggists, attitudes and practices in 
connection with direct mail advertising, 
journal readership and journal identifi- 
cation. Section II contained a number of 
purposefully ambiguous open-end ques- 
tions, designed to permit a classification 
of the respondents’ attitudes toward in- 
novation. A typical question from this 
group is: “Generally speaking, do you 
like to try new products and procedures, 
or do you prefer to wait until these have 
become well established?” Section III is 
discussed below. Section IV allowed the 


*This method permits successive samples with 
identical distributions of sampling characteristics to 
be drawn for a series of related studies. The disad- 
vantage, of course, is that any defects of the original 
selection are reproduced each time the reference 
sample is used. 


interviewer to record certain systematic 
observations and comments. 

The core of the interview (Section IIT) 
consisted of a series of intensive questions 
on the doctors’ use of drug products. The 
object was to determine the circum- 
stances under which the doctor had first 
learned about a drug; the time at which 
he began prescribing it; his subsequent 
contacts with information about the 
product in advertising media or in pro- 
fessional gatherings; his recollection of 
themes, slogans, and other visual mate- 
rial; his past and present knowledge 
about the product; his reasons for using 
it; and its relation in his practice to other 
products of the same type. 

It was originally intended to get prod- 
uct-use-histories by selecting items for 
each interview from a list of staple drug 
types (sedatives, antihistamines) likely to 
be used by all doctors, and then following 
up with drugs likely to be encountered in 
the doctor’s specialty or. in a particular 
kind of practice (vaginal preparations or 
antispasmodics). In the interviewing sit- 
uation, it proved impossible to keep the 
two lists distinct and after some experi- 
mentation the order in which the catego- 
ries were presented to each respondent 
was rotated randomly, and the respond- 
ent was encouraged to select the product 
types he preferred to discuss. Experience 
in interviewing also suggested that the 
most detailed and adequate results were 
secured using not more than two product 
types and focussing sharply on a specific 
product in each category, even if several 
were mentioned. After discarding incom- 
plete cases, 308 product-use-histories were 
available for analysis. 


The Categories of Analysis 


In analyzing the product-use-history, 
we were interested primarily in the part 
played by each of the various channels of 
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communication—or media—in providing 
the physician with information about 
drugs. These were grouped as follows: 

Primary Media include: Detail Men, 
Direct Mail, Journal Advertising, Jour- 
nal Articles. These media bring product 
information to the doctor directly from 
the manufacturer or the research labora- 
tory. 

Secondary Media include: Colleagues, 
Conferences, Patients, Druggists, Con- 
ventions, and Other Sources. These are 
often the channels through which a new 
drug is introduced to the doctor, but in 
almost all such cases, the Primary Media 
have already come into the picture by 
communicating information about a 
product to someone who passes it on to 
the ultimate user. An exception to this 
rule will occasionally be found in the 
case of conferences reporting clinical 
findings. 

Whenever one of the media was given 
in the product-use-history as a source of 
information, it was recorded as a Men- 
tion. Each of the media could be counted 
only once in each product-use-history. 
Mentions were recorded in chronological 
order. Thus, for example, the number of 
First Mentions shown for detail men is 
the number of product-use-histories in 
which the doctor reported that the prod- 
uct was first brought to his attention by a 
detail man.* 


Findings 

Table 1 shows the number of Media in- 
volved in the adoption of the drugs in the 
308 product-use-histories. 

Table 2 shows the distribution of the 


“The First Mention column of Table 2 includes 
the first mention reported by the doctor as a source 
of information in each case; the Second Mention col- 
umn includes the medium reported as the next 
source of information in simple chronological order, 
and the third follows. There were also a number of 
fourth, fifth, and sixth mentions, which are not in- 
cluded in the table. 


leading Media, by order of mention in 
the 308 product-use-histories. 

The first finding which can be drawn 
from this data is that ethical pharmaceu- 
tical products are normally adopted in 
response to the combined stimulus of sev- 
eral forms of advertising or communica- 
tion. As Table 1 shows, in only one out 
of five cases was a single source of in- 
formation sufficient to secure the adop- 
tion of a drug. 

The Primary Media (Detail Men, Di- 
rect Mail Advertising, Journal Adver- 
tising, Journal Articles) account for 71.1 
per cent of all first mentions. Detail Men 


TABLE 1 


NUMBER OF MEDIA INVOLVED IN 308 PHARMACEU- 
TICAL PropucT-USE-HISTORIES 


Number of Number of 
Media Involved Products Per Cent 

1 67 21.8 

2 117 38.0 

3 89 28.9 

4 or more 35 11.3 
308 100.0 

TABLE 2 


DISTRIBUTION OF MEpDIA IN 308 PRopucT-USE- 
HISTORIES, BY ORDER OF MENTION 


1st. 2nd 3rd 
Media Mentions Mentions Mentions 


% % % 


Primary 
Detail Men 31.1 14.5 11. 
Direct Mail 15.6 43.2 17.8 
Journal Advertising 5.6 32.3 39.0 
Journal Articles 18.8 17.9 8.5 
71.1 77.9 77.2 
Secondary 
Conventions 23 2.1 
Conferences $2 6.0 
Colleagues 14.0 8.9 22.8 
Patients 2.9 0.9 
Druggists 0.3 3.4 
Other sources? 4.2 0.8 
100. 100.0 100.0 


1 Other sources include radio broadcasts, popular 
magazines, etc. 
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introduced twice as many products to the 
doctors as Direct Mail and six times as 
many as Journal Advertising. This may 
be explained in part by the attention- 
getting effect of personal detailing, but 
it also has something to do with the man- 
ufacturers’ policy of letting detail men 
“preview” new products before mailings 
are sent out on them, and long before 
journal advertisements are run. Journal 
articles also contain previews, especially 
in announcing the results of laboratory 
or clinical experimentation. It is not sur- 
prising, therefore, that Journal Articles 
account for more first mentions than 
either Direct Mail or Journal Advertis- 
ing. 

The second finding on product adop- 
tion suggested by these tabulations is that 
the relative influence of each advertising 
medium in stimulating the continued use 
of a pharmaceutical product is entirely 
different from its relative influence in in- 
troducing the same products. Detail Men 
account for only 14.5 per cent of the 
second mentions and 11.9 per cent of 
the third mentions, while Journal Ad- 
vertising rises from a negligible 5.6 per 
cent of first mentions to 39.0 per cent of 
third mentions. 

None of the previous studies which 
have attempted to compare the dominant 
media in pharmaceutical promotion® 
would lead us directly to anticipate these 
results. Yet, examination of current pro- 
cedures in pharmaceutical merchandis- 
ing shows the plausibility of both find- 
ings. The physicians in our sample 
report their willingness to admit most of 
the detail men who call, but they give 


5’ There have been a number of major studies 
along this line undertaken in recent years, under 
various auspices, including three of the major medi- 
cal journals. These are yet unpublished. The infor- 
mation in the public domain is meager. See, how- 
ever, Ray Benedict Rand, “Pharmaceutical Advertis- 
ing to Doctors,” Journal of Business, University of 
Chicago, Vol. XIV, No. 2, April, 1941. 


the detail man less time than formerly. 
With only a few moments in which to do 
his selling job, the detail man is increas- 
ingly likely to restrict his presentation to 
new products, and to avoid any mention 
of the staples in his line. In many cases, 
an experienced detail man will limit his 
presentation to one or two new items as 
a calculated sales strategy. 

These conclusions are supported by 
the data in another way. Several dozen 
of the interview reports tell us something 
about the way the respondent uses jour- 
nal advertising. In the typical case, the 
doctor tends to emphasize one of several 
refresher or reminder functions as his 
reason for reading the ads. They are 
often used as sources of information 
about the side effects or dosage or chem- 
ical composition of a drug which is al- 
ready being prescribed. Some doctors 
scan them regularly to make sure that 
they have not overlooked any of the 
drugs with which they ought to be fa- 
miliar. Others look for reassurance that 
an older product is still in general use. 
Still others operate intuitively, reading 
the ads with the expectation that some of 
the right answers for problem cases will 
present themselves without a conscious 
effort. 

In view of the attachment of many 
doctors to the large national drug houses 
and their suspicion of marginal local sup- 
pliers, reported in the 1951 study® and 
found again in the present group of in- 
terviews, it is surprising that the prefer- 
ence for a particular house does not play 
a larger part in product selection. The 
evidence, however, is unmistakable. Only 
four doctors in the entire sample said 
that they used the products put out by 
a particular house whenever possible. 

Although the interview included an 
extended discussion of product character- 


* Caplow, “Market Attitudes,” op. cit., p. 107. 
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istics, price was mentioned as a reason 
for selecting a product by fewer than a 
dozen doctors. Several respondents indi- 
cated emphatically that price was never 
a consideration in their selection of a 
prescription product. Since pharmaceuti- 
cal advertising ordinarily avoids any 
mention of price, most doctors are fairly 
unfamiliar with drug prices, except for 
those products which they administer or 
dispense at their own offices. 


TABLE 3 


DURATION OF PropuctT UsE IN 308 PHARMACEUTICAL 
Propuct-UsE-HISTORIES 


Duration Number Per Cent 
Less than a year 136 44.2 
1-2 years 71 23.1 
2-3 years 30 9.7 
3-4 years 14 4.5 
4-5 years 22 aa 
More than 5 years 23 7.5 
No data 12 3.9 

308 100.0 


_1 From date of first prescription to date of inter- 
view. 

Table 3 shows the duration of use—in 
other words, the time elapsed since the 
first time the doctor prescribed the prod- 
uct in each of the 308 product-use-histo- 
ries. More than two-thirds of the prod- 
ucts discussed (each of which was the 
newest product in its category used by 
the respondent) had been adopted less 
than two years previously. Table 4 pro- 


TABLE 4 


PATTERNS OF PropuctT USE IN 308 PHARMACEUTICAL 
Propuct-UsE-HIsSTORIES 


Used Number Per Cent ' 
Alone 91 29.5 
With one other product 49 15.9 
With two other products 42 13.6 
With three other products 23 7.5 
With four or more other products 20 6.5 
With unknown or variable num- 

ber of other products 83 27.0 
308 100.0 


vides some information on patterns of 
product use. More than two-thirds of 
the products discussed are used by the 
physician together with competing drugs 
of the same type. Both tables illustrate 
the characteristic instability of ethical 
pharmaceutical demand, and the need 
for the market position of any product to 
be continuously sustained by intensive 
promotion. 

One of the primary reasons for study- 
ing product-use-histories was to get at 
the doctor’s reasons for adopting a par- 
ticular product in preference to whatever 
drug or treatment he had been using for 
similar conditions before. As the inter- 
views proceeded, and the pattern shown 
in Table 5 began to emerge, more and 
more effort was devoted to probing for 
motivational factors. Since more than 
one reason could be given for adopting a 
single product, Table 5 shows more rea- 
sons than cases. Of the 377 reasons cited, 
more than half could be classified as 
Superior Therapeutic Effect. The three 
leading categories—Superior Therapeutic 
Effect, Side Effects, and Ease of Adminis- 


TABLE 5 
CLASSIFICATION OF MOTIVATING Factors As RE- 
PORTED BY PHYSICIANS IN 308 PHARMACEUTICAL 
Propuct-UsE-HIsTorIES 


Classification Number Per Cent 
Specs Therapeutic Effect 213 56.2 
Side Effects (presence or absence) 57 15.1 
Ease of Administration 54 14.3 
Price 9 2.4 
Confidence in House | 1.9 
Confidence in Detail Man 3 0.8 
Experimental Purposes 8 2.2 
Patient Preference 10 
Other Motives! 16 4.4 

377 100.0 


1 Other Motives include: widespread use, not trade- 
marked, impressed by amount of research, admired 
advertising methods, bad publicity on competitive 
product, limited action, Detail Man is a relative, 
difficult for patient to identify, respondent is a con- 
sultant for the drug house, short name, confused. 
with another product. 


| 
me 
& 
a4 
| 
A 
el 
4 
‘ 
| 
Pog! 
“a 
7 
- 


| 


FACTORS INFLUENCING PHARMACEUTICAL PRODUCTS 23 


tration—accounted for 85.6 per cent of 
the reasons. The remaining reasons for 
adoption fell into about twenty different 
categories, none of which was individ- 
ually important. In other words, the doc- 
tors claim to select drugs because of their 
“operational characteristics” rather than 
because of brand, price, packaging, or 
popularity. 

The total volume of pharmaceutical 
advertising to the medical profession is 
extremely large and appears to be grow- 
ing rapidly. The physicians in our sam- 
ple received a median of 9.9 pieces of 
advertising mail on the day of the inter- 
view, they talked to 3.4 detail men in 
the previous week, and they receive a 
median of 7.2 medical journals, some of 


which are bi-monthly. Although a point 
of saturation may not yet have been 
reached for any of these media, it is prob- 
able that further increases in the volume 
of promotional material will lead to 
more active resistance by the recipients. 
This is especially likely because the phy- 
sicians in our sample report themselves 
as increasingly pressed for time. The 
steady growth in the size of their prac- 
tices, the expansion of professional ac- 
tivities on all levels, the increasing de- 
mands made upon the practitioner by all 
the channels. of technical communica- 
tion, and the trend toward more complex 
forms of office organization, all tend to 
increase the advertiser’s problem of get- 
ting and holding the doctor’s attention. 
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WARRANTY CARD ANALYSIS TO ESTIMATE 
RETAIL SALES 


By 


LEE GUNLOGSON 
Carrier Corporation, Syracuse, New York 


and 


JOHN NETER 
Syracuse University, Syracuse, New York 


Introduction 


of appliances and 
similar products are finding it in- 
creasingly important to have up-to-date 
information on the rate at which their 
products are selling at the retail level. 
The volume of production of appliances 
today is so great that considerable plan- 
ning is necessary in order that material 
and labor requirements can be properly 
coordinated with current demand. Ob- 
viously, early warnings of shifts in con- 
sumer demand are a big help to the man- 
ufacturer in planning his output. 

The typical method of distributing ap- 
pliances is through an independent dis- 
tributor-dealer organization. Generally 
speaking, the manufacturer will have di- 
rect and current knowledge of the sales 
to distributors or wholesalers, less direct 
—and presumably less current—informa- 
tion on distributors’ sales to dealers, and 
very often little or no knowledge of deal- 
ers’ sales to the ultimate consumer over 
short periods of time. In the long run, of 
course, changes in consumer demand will 
be reflected back to the manufacturer 
through the volume of orders received 
from his distributors. In the meantime, 
however, the manufacturer will not have 
direct information on the basis of which 
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he can adjust production to changes in 
current retail demand. 

Several methods of getting informa- 
tion about retail sales have been tried or 
are in use by various manufacturers.1 
The methods are not mutually exclusive 
and may be used to supplement one an- 
other. One such method is to employ an 
outside organization to make regular sur- 
veys of dealers’ sales and stocks. This 
method is usually too expensive to be 
practical when done frequently and ex- 
tensively. 

Consumer panels, which have proved 
useful in measuring purchase rates for 
small items which are bought frequently, 
have serious limitations for measuring 
sales of consumer appliances which are 
purchased at intervals of several years, if 
that often. 

Another method which is used is to 
request dealers to send in reports on their 
sales and inventories. Anyone who has 
had experience with this method can at- 


‘test to the difficulties involved in getting 


accurate and prompt reports from a large 
number of independent dealers. 


*The Wall Street Journal of February 19, 1953 
contained a feature story under the lead “Appliance 
Makers Study Sales Pulse to Avoid An Inventory 
Pile-Up” which discussed the various methods used 
by a number of leading appliance manufacturers to 
estimate retail sales. 
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Still another method, which is being 
widely used today but which has received 
very little attention in the literature, is 
based on the analysis of warranty card re- 
turns. The purpose of this paper is to 
suggest one way of using these cards as a 
measure of retail sales. 


Two Methods of Warranty Card Analysis 
and Their Dangers 


It is assumed that most readers are 
familiar with warranty cards, at least as 
the purchaser of some appliance. For 
those who are not, it may be pointed out 
that manufacturers of many consumer 
appliances include a card which the pur- 
chaser is asked to complete and return to 
the manufacturer. This card is in addi- 
tion to the warranty certificate which the 
purchaser retains for his own protection. 
A main function of these cards is to reg- 
ister the start of the warranty period; for 
this purpose information on the name 
and address of the purchaser, the model 
and serial number of the unit, and the 
purchase (or installation) date is needed. 
Various other questions may be asked to 
provide a continuing source of market 
data. Such practical problems as obtain- 
ing the highest possible rate of response 
and securing complete and accurate in- 
formation on the cards returned are im- 
portant but will not be discussed in this 
paper. 

One simple way of using warranty 
cards as a basis for information about 
retail sales is merely to count the number 
of cards received in each period and to 
express these as an index number with a 
particular period chosen as the base. The 
assumption is that significant informa- 
tion on trends and turning points can be 
derived from the index numbers without 
attempting to estimate the actual mag- 
nitude of sales. 

A more refined variation involves an 


attempt to adjust for the fact that not 
all cards are returned. If some estimate is 
available on the percentage of cards 
which are being returned, this percent- 
age can be applied to the number of 
cards received in each period. The pro- 
jected figure, obtained by dividing the 
number of cards received by the propor- 
tion of cards returned, is taken as the 
estimate of retail sales for the correspond- 
ing period. While both of these varia- 
tions have the virtue of simplicity they 
can lead to serious dangers in interpreta- 
tion or even provide misinformation. 

The trouble arises because of the lag 
between the date of sale and the receipt 
of the warranty card. If this lag were al- 
ways the same, and if no adjustment were 
made for it, it would merely mean that 
sales were being identified with the 
wrong period. This would probably not 
be too serious if the lag were relatively 
short. 

In practice, of course, the lag between 
the sale and the return of the card is not 
uniform for all persons. Some persons 
return the card promptly, others wait a 
while before they mail it, and still others 
never return the card at all. Because of 
the non-uniform lag, the warranty cards 
currently received represent a mixture of 
sales made during several past periods. 
If the cards received during a given time 
are grouped by the various periods in 
which the respective sales were made, the 
size of each group will be influenced not 
only by the magnitude of the actual sales 
during the corresponding period, but 
also by the remoteness of that sales pe- 
riod. It is for this reason that the simple 
method of merely counting all cards cur- 
rently received can be misleading, espe- 
cially so with products that have pro- 
nounced seasonal variation. 

An example will help to make this 
point clear. Suppose that 50% of the war- 
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ranty cards are returned, on the average, 
and in the following manner: 


Returned Per Cent 
During week of sale 13 
One week after week of sale 22 
Two weeks after week of sale 7 
Three weeks after week of sale 6 
Four weeks after week of sale 2 
Never 50 
100% 


In order to simplify our illustration, we 
assume that this pattern is followed rig- 
idly week after week. Table 1 indicates 
hypothetical sales during a 13-week pe- 
riod as well as the related warranty cards 
received during that time according to 
the pattern just described. 

The figures for the first five weeks have 
no bearing on the argument, but merely 
help to show how the totals for succeed- 
ing weeks are arrived at. Starting with 
the sixth week, the cards received would 
be an accurate indicator of retail sales 
provided that there were no major change 
in the level of retail sales. As soon as 
there is a substantial change in the level 
of sales, however, the warranty cards re- 
ceived no longer indicate the correct pic- 
ture. For instance, the returned warranty 
cards indicate that retail sales increased 


as much as 167% over the level of the 
sixth week—actually they increased to a 
level 200% greater than the earlier sales. 
Further, the returned cards indicate a 
gradual decline in retail sales during the 
latter part of the quarter—actually it was 
a sudden decline. The reason why the 
pattern of warranty cards received does 
not follow the pattern of retail sales 
closely is because of the lack of uniform- 
ity in the delay-time between the date of 
sale and date of receipt of the cards. In 
effect, a moving average of cards received 
for sales made over several weeks is used 
instead of the cards for the particular 
week for which sales are to be estimated. 


Proposed Method of Analyzing 
Warranty Cards 

We have now seen that some serious 
dangers of obtaining misleading and 
even incorrect information exist when 
one treats the warranty cards currently 
received as an indicator of current retail 
sales. A method of avoiding these dangers 
is presented in this paper which is appli- 
cable under certain conditions, to be de- 
scribed later. This method requires that 
the warranty cards be associated with the 


TABLE 1 
SALES AND WARRANTY CARD RETURNS DURING A THIRTEEN-WEEK PERIOD 


. Number of Cards Returned During Week 


No. of 
Units Sold 1 2 3 4 5 


6 7 8 9 10 11 12 13 


Week 

1 1,000 130 220 70 60 20 
2 1,000 130 220 70 60 
3 1,000 130 220 70 
4 1,000 130 220 
5 1,000 130 
6 1,000 

7 2,000 

8 3,000 

9 3,000 

10 2,500 

11 2,500 

12 2,500 

13 2,500 

Total Cards Received 130 350 420 480 500 


Index (Week 6 = 100) 


20 
60 20 
70 
220 70 20 


60 

130 220 70 60 20 
440 
390 


325. 550 
325 
500 630 980 1,270 1,335 1,305 1,290 1,260 


100 126 196 254 267 261 258 252 


4 

d 

t 

# 

chy 

= 
Lea 
| 
af 
- 

| 

4 

40 
180 60 

390 660 210 180 60 

325 550 175 150 

325. 550 175 

€ 


WARRANTY CARD ANALYSIS TO ESTIMATE RETAIL SALES 27 


date of sale or installation and that ac- 
count be taken of the fact that returned 
warranty cards do not show a uniform 
elapsed time between the date of sale and 
the date of receipt. 

By associating the warranty card with 
the date of sale or installation, informa- 
tion is obtained about the time when the 
sale or installation was actually made so 
that estimates of retail sales during a 
given period of time can be constructed. 
The information concerning the date of 
sale or installation can be obtained from 
the warranty card by making it one of the 
items which the customer must answer. 

In order to take variations in the 
elapsed time between the date of sale and 
the date of receipt of the warranty card 
into account, we need to know for what 
per cent of retail sales warranty cards are 
returned within a given period of time. 
Since the purpose of estimating retail 
sales from returned warranty cards is to 
furnish timely information on changes 
in retail sales, such estimates will usu- 
ally be desired within one or two weeks 
after the period for which data on sales 
are desired. For purposes of illustration, 
we assume that weekly sales are to be es- 
timated and that these estimates are to be 
made one week after the end of the week 
in question. The method of estimation to 
be described could, however, be applied 
just as well to estimate sales during a 
longer period of time and after waiting 
more than one week before making the 
estimate. 

In order to estimate weekly retail sales 
within one week, we need to know the 
proportion of retail sales for which war- 
ranty cards are returned within one 
week. While it might be better to utilize 
the proportion of retail sales for which 
warranty cards are returned within one 
week after the day of sale, and thereby 
estimate each day’s retail sales in order 


to get the weekly total,? it will usually be 
more convenient in the routine adminis- 
tration of handling the warranty cards if 
the estimate of weekly sales is based on 
warranty cards which are returned within 
one week after the week of sale. 

The proportion of retail sales for which 
warranty cards are returned within one 
week after the week of sale is generally, 
of course, not constant from week to 
week. It would, therefore, be unrealistic 
if the proposed method of estimating re- 
tail sales did require such a constancy of 
the percentage of cards returned. For the 
proposed procedure to be applicable, it is 
only necessary that the average return 
rate—that is, the probability that a war- 
ranty card is returned within the given 
time—is stable, at least over short periods 
of time, and that the changes in the 
weekly return rate are of a limited extent 
and do not follow some systematic pat- 
tern. A more technical discussion of these 
necessary conditions will be found in the 
appendix. Suffice it to state here that the 
last requirement excludes those cases 
where there are seasonal patterns in the 
return rate. It should, therefore, be 
clearly understood that the proposed 
method of estimating retail sales is not 
appropriate under all conditions but 
only under those stated. 

The stability of the average return rate 
or of the probability of a warranty card 
return refers to the stability of the basic 
factors which affect the return rate. 

* For instance, the particular weekday on which a 
holiday falls will probably influence the proportion 
of warranty cards received by the end of the follow- 
ing week. Individual weekdays can be handled sepa- 
rately and the most recent information from warranty 
card returns utilized by the following procedure. 
If estimates of retail sales are to be prepared on, say, 
Friday of the week after the week of sales, one could 
estimate Monday sales from the card returns during 
the following 11 days by using the probability that 
cards for Monday sales are returned within 11 days, 
Tuesday sales could be estimated by using the prob- 


ability that warranty cards for Tuesday sales are 
returned within 10 days, and so on. 
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Changes in these factors which occur 
over a long period of time can be de- 
tected by statistical contro] techniques. 
(For instance, as more manufacturers in- 
clude warranty cards in their products, 
the response rate may gradually change.) 
Adjustments in the formulas to be pre- 
sented can then be made to utilize the 
most recent and relevant information on 
the probability that a warranty card is 
returned within a given period of time. 
Some limited evidence on the stability 
of the average return rate is presented in 
a later section. 

In order to estimate the average pro- 
portion of retail sales for which warranty 
cards are returned within one week after 
the week of sale, we must rely on past ex- 
perience. If the assumptions underlying 
the proposed procedure are met, the av- 
erage weekly return rate can be esti- 
mated from data pertaining to a recent 
period of time, such as a year. Thus, for 
some recent period we need to know the 
number of cards returned within a week 
after the week of sale and also the num- 
ber of units sold at retail. The difficulty 
here, of course, is the estimate of retail 
sales which is precisely the problem with 
which we are concerned. One method 
commonly used to estimate retail sales 
is based on manufacturers shipments ad- 
justed for distributor and dealer inven- 
tory changes. This method generally fur- 
nishes reliable results if the time period is 
sufficiently long so that inaccuracies in re- 
ports of dealer inventories are unimpor- 
tant relative to the shipments during the 
period. 

Regardless of the method of estimating 
retail sales, the estimate of the probabil- 
ity that a warranty card is returned 
within a given period of time must be 
- based on a large number of observations 
—i. e., on a large number of retail sales— 
in order that the simple formulas to be 


presented will be applicable. Suppose, 
then, that 50,000 units were sold at retail 
during the last fiscal year and that 17,500 
warranty cards were received for these 
sales within one week after the week of 
sale. We would estimate, then, that the 
probability is 35% that a warranty card 
will be returned within a week after the 
week of sale. In order to see how use is 
made of this probability, let us assume 
that during the week ending July 21, 700 
warranty cards were returned relating to 
sales made during the week ending July 
14. It seems intuitively reasonable to es- 
timate the retail sales during the week 
ending July 14 as 


= 2,000 units 


based upon the past experience that, on 
the average, warranty cards are returned 
for 35% of the units sold within one 
week after the week of sale. In other 
words, we estimate retail sales by means 
of 


c 
(1) 2 = 
P 
where n = estimated retail sales during 
week 


c = number of warranty cards re- 
turned within one week after 
week of sale 


p = probability that warranty card 
returned within week after 
week of sale 


Probably no one would interpret the 
estimate of 2,000 units as the exact num- 
ber of units sold during the week ending 
July 14. The reason is that the propor- 
tion of retail sales for which warranty 
cards are returned within a week after 
the week of sales will not be exactly 35% 
each week; that is only the average re- 
turn rate. Rather, there will be some va- 
riation in the return rate from week to 
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week and we do not know precisely what 
the rate is for the week for which we are 
estimating the retail sales. If we did, we 
would know the retail sales exactly. Be- 
cause of this variability in the weekly re- 
turn rate for the warranty cards, we must 
regard the 2,000 units as an estimate of 
the actual number of units sold, and we 
do not know yet how good an estimate of 
the actual magnitude of retail sales it is. 

The question arises at once, then, as to 
the precision of this estimate. In particu- 
lar, we would like to construct two error 
limits so that we can say that retail sales 
during the week were somewhere be- 
tween these two limits. If the number of 
retail sales which are to be estimated are 
reasonably large and if the number of po- 
tential customers is large relative to the 
number of actual customers during the 
period of time studied, the following sim- 
ple error limits may be used:* 


2 nt3 
(2) 
where n = estimated retail sales during 


week—from equation (1) 


p = probability that warranty card 
returned within week after 
week of sale 


Assuming that these conditions are ful- 
filled in our example, we can substitute 
into equation (2) and obtain: 

2000 + 3 2000 — 2000 


or 2000 = 183 


The meaning of these limits is quite sim- 
ple. We state that retail sales during the 
week ending July 14 were somewhere be- 
tween 1817 units and 2183 units. This 
statement is based, of course, upon in- 
complete information—warranty cards re- 
turned within a week after the week of 


* The use of 3-sigma limits is arbitrary, of course; 
see the appendix for a fuller discussion. 


sale—and may, therefore, be incorrect. 
Statistical theory tells us, though, that if 
we make this type of statement, based 
upon the above error limits in equation 
(2), week after week, almost all the state- 
ments will be correct ones. 

It should be noted that it is by means 
of these error limits, together with the 
applicability of the assumptions under- 
lying this procedure, that we are able to 
make the transition from knowledge 
about the average warranty card return 
rate to a statement about retail sales dur- 
ing a particular week. It may be added 
that the estimate of retail sales for the 
week ending July 14, 2000 + 9%, is 
probably satisfactory enough for a manu- 
facturer who is principally interested in 
detecting major shifts in retail sales of his 
product. 

One interesting aspect which can be 
seen from equation (2) is that the error 
band becomes narrower as p becomes 
larger. This simply means that our esti- 
mate becomes more precise as more 
weeks elapse before the estimate is made 
because the probability that a warranty 
card will be returned increases as the 
elapsed time between date of sale and 
date of receipt is lengthened. After a cer- 
tain number of weeks of elapsed time is 
reached, though, no further increase in 
p takes place because all returned war- 
ranty cards are received by then. Hence, 
a suitable compromise must be struck 
between the precision of the estimate— 
which is increased by waiting longer be- 
fore estimating retail sales—and the need 
for timely data which requires informa- 
tion before too much time has elapsed. 

The relationship between the magni- 
tude of p and the width of the error band 
has also another significance. If the num- 
ber of weeks of elapsed time before re- 
tail sales are estimated is fixed, equation 
(2) indicates that the sales of products 
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with a higher return rate can be esti- 
mated more precisely than those with a 
smaller return rate, other conditions be- 
ing the same. In order, therefore, to esti- 
mate retail sales as precisely as possible, 
attempts should be made to increase the 
probability of a warranty card return 
within the given period of time, if this 
can be done. 

One simple way of doing this is to use 
a franked card to relieve the customer of 
the bother of affixing a stamp. There is a 
difference of opinion among companies on 
the efficacy of this inducement. It has also 
been suggested that premiums be given 
for the return of a card, but the weight 
of the limited evidence indicates that 
premiums of nominal cost have little in- 
fluence on the response rate and pre- 
miums of intrinsic value are too expen- 
sive to be practical. A possibility which 
deserves more investigation is in the de- 
sign and wording of the card so as to 
elicit the highest response rate. A strong 
statement concerning the importance of 
the card in establishing the warranty pe- 
riod may have some effect, even though 
the legal force of the statement is ques- 
tionable. The response rate may be 
related to the value of the appliance. Pos- 
sibly, some of the lower priced appli- 
ances can never expect to achieve a 
response rate which is considered normal 
for more expensive appliances. While the 
importance of these points is recognized 
a discussion of them is outside the scope 
of this paper. 

A problem which may arise in estimat- 
ing aggregate retail sales of a product 
which consists of several sizes or models 
is whether to estimate total sales directly 
or to estimate sales of individual models 
first. If there are no great differences in 
the return rates of the warranty cards for 
the different models, a direct estimate of 
aggregate sales is simplest and about as 


precise as if the estimate had been built 
up from estimates of sales for individual 
models, assuming these to be independ- 
ent. If there are great differences in the 
return rates of warranty cards for the dif- 
ferent models and if there are substantial 
changes in the product mix during the 
year, the procedure of estimating aggre- 
gate sales from the individual model es- 
timates will usually be a more applicable 
one. In working with individual models, 
however, it is necessary that the condi- 
tions underlying the error limits pre- 
viously described are now met for each 
of these models. In the appendix, we 
shall indicate how the error limits are 
constructed for an estimate of aggregate 
sales built up from individual model esti- 
mates. 

It should be pointed out that geo- 
graphic regions may present the same 
type of problem as different model lines. 
Everything which has been said about 
estimating aggregate sales from individ- 
ual model estimates can be translated 
into estimating aggregate sales from esti- 
mates for geographic regions. Each case 
must probably be handled individually 
in deciding whether the aggregate ap- 
proach or the individual model or region 
approach is more applicable in the sense 
of meeting the above conditions, and 
which approach supplies a reasonable 
precision at the lowest cost. 

It may be thought that the problems 
raised in this paper can be avoided if the 
warranty card returns for sales during a 
given period are simply used as an index 
of sales and no attempt is made to esti- 
mate actual retail sales from them. This, 
however, ‘is not the case. Suppose that 
1000 warranty cards are received for sales 
during one quarter and 1300 warranty 
cards for sales during the next quarter. 
Is the increase in cards received due 
merely to a change in the return rate or 
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does it indicate an actual increase in re- 
tail sales? Unless one can assume that 
there has been no change in the quar- 
terly return rate, and this would usually 
not be a reasonable assumption, a ques- 
tion of this kind is difficult to answer 
without utilizing a probability approach 
such as the one suggested in this paper. 
Whether one uses the number of re- 
turned warranty cards as an indication of 
retail sales or actually estimates retail 
sales from them, the problems of inter- 
pretation as to the meaning and signifi- 
cance of changes, caused by the variabil- 
ity of the return rate per period, are pre- 
cisely the same. 


Experience at Carrier Corporation 


The main concern of this paper has 
been to present a statistical model for 
estimating retail sales from warranty card 
returns. Since final judgment as to the 
utility of the model must rest on experi- 
ence, that of one company familiar to the 
writers will now be cited. This should not 
be construed as an attempt to claim pri- 
ority for Carrier Corporation in the use 
of warranty cards for estimating retail 
sales. 

Several companies, particularly those 
of the Major Appliance Division of the 
National Electrical Manufacturers Asso- 
ciation, have done work in this field* but 
little published information is available 
on the extent to which warranty card 
analysis is used and on the details of the 
methods actually employed. 

The method of analyzing warranty 


“For instance, L. H. Knapp of General Electric 
Company at Louisville has presented a report on the 
“Technique of Estimating Retail Sales Through the 
Analysis of Warranty Cards” before the NEMA 
Statistical and Market Analysis Clinic on Measuring 
Retail Sales of Major Electrical Appliances held in 
Cincinnati on February 29, 1952. In an earlier pre- 
sentation (April, 1951) to the NEMA Statistical De- 
partment he discussed the details of the method 
used at G. E. 


cards suggested in this paper has been in 
use at Carrier Corporation since April, 
1952. Prior to that, a year was devoted 
to compiling the necessary records in- 
cluding dating each card as it was re- 
ceived. 

Products on which retail sales data are 
gathered by means of returned warranty 
cards include not only room air condi- 
tioners which are generally regarded as 
an appliance, but also such products as 
the large self-contained air conditioning 
units which are sold principally for com- 
mercial use. The point is that the method 
described need not be limited to appli- 
ances, but may be applicable to any prod- 
uct for which a warranty card can be used 
and which is sold in sufficient volume to 
justify the assumption that many indi- 
viduals are making independent deci- 
sions about returning the cards. 

A value of p based on cards received 
within one week after week of installa- 
tion was used because it was found that 
approximately 70 per cent of the cards 
which eventually come back are received 
within this time. If an estimate of retail 
sales were to be made after a longer pe- 
riod of time the value of p would only be 
increased relatively little. However, this 
choice is based on the experience of one 
company and is not offered as a generali- 
zation that will hold in all cases. 

The initial value of p for each product 
was found by first sorting the cards re- 
ceived over a year’s time by the week in 
which the unit was installed. Then the 
cards for each week were sorted by the 
week in which the card was received. In 
this way the total number of cards re- 
ceived within one week after the week of 
sale was obtained for the year. This total 
was then divided by the aggregate retail 
sales for the year to give the value of p 
used in the formulas. 

Total retail sales for the year could be 


a 


> 
> 
7% 
| 
3 
4 
A 
| 
4 
4 
| 
F : 
# 
= 
- 


32 


THE JOURNAL OF MARKETING 


found quite accurately by taking factory 
shipments and adjusting them for the net 
change in inventories held by distribu- 
tors and dealers. Information on field in- 
ventories was available from a monthly 
inventory report sent in by the distribu- 
tors and dealers. While inaccuracies were 
known to exist in these reports, their in- 
fluence was not serious, because ship- 
ments over a year were very large relative 
to inventories—especially since invento- 
ries are measured at their seasonal low— 
so that even a large relative error in in- 
ventories would result in only a small 
error in the estimate of retail sales. 

Data were gathered and a value of p 
calculated for each of the various models 
that make up a product line. In our case, 
the values of p for the different models 
did not vary greatly and the data were 
combined to give a single estimate of re- 
tail sales for an entire product line. Sales 
by models are also estimated but these es- 
timates are relatively less precise because 
they are based on fewer cards. 

Subsequent checks have shown that the 
value of p for a particular product does 
not change much over time.’ However, 
additional experience is being accumu- 
lated on this point and, of course, the 
values of p are revised when it is found 
necessary. 

While the method described is still un- 
dergoing investigation, it has so far 
proved to be a practical tool for sales 
analysis. Such checks as are available tend 
to support the validity of the results ob- 
tained. For example, when the weekly 
estimates of retail sales are cumulated 
over a period of a few months the total 
is in close agreement with retail sales as 

*Carrier’s experience is supported by that of 
L. H. Knapp of the Major Appliance Division of 
General Electric Company. He has stated that his 
experience has shown a relatively stable average re- 
turn rate for each model for each product over a 


four year period. Letter from Mr. Knapp dated No- 
vember 5, 1953. 


estimated by other methods. Also, short 
run reversals of the seasonal pattern have 
been revealed by this analysis of the cards 
which later have been identified with 
special circumstances that caused a tem- 
porary interruption of the normal sea- 
sonal pattern. 

The use of warranty cards as a device 
for measuring retail sales and as a source 
of other market information still needs 
considerable study so that the most ap- 
propriate methods can be developed. 
This paper is intended as a contribution 
to that development and will have served 
a major purpose if others are induced to 
share their experience and are stimulated 
to give serious attention to these prob- 
lems. 


APPENDIX 


The model which is assumed in the approach 
taken in this paper is as follows: There is a large 
population of potential consumers; there exists 
in it the proportion p of consumers who would 
return a warranty card within a given period of 
time from date of sale if they made a purchase 
of the product. The consumers who purchase the 
product during any given period of time consti- 
tute a random sample from this population. 
This number of consumers is fixed, but un- 
known, for our purposes; further, it must be 
small relative to the population of potential con- 
sumers. 

These conditions permit the use of the bino- 
mial distribution. It is further assumed that the 
proportion p is known or that it has been esti- 
mated from a sample sufficiently large so that its 
sampling error can be ignored. 

An unbiased estimate of the total retail sales 
during a period is 

c 


(3). 


where: n = estimated retail sales during period 
c = number of warranty cards returned 
within x weeks after week of sale 
p = probability that warranty card is re- 
turned within x weeks after week of 
sale 
Its variance (square of the standard deviation) is 
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where: N = actual number of retail sales during 
period 
This variance may be estimated from 


(5) #(a) 


which is an unbiased estimate of the true vari- 
ance. 

Two-sigma, three-sigma, or any other suitable 
error limits can then be constructed. In the body 
of the paper, three-sigma error limits are used. It 
is probably best to interpret statements based on 
these limits as being correct most of the time 
rather than to assign a precise confidence coeffi- 
cient because the assumptions of the model will 
usually not be met fully. 

If there are k models, each with a probability 


p: (i=1, 2,...,k) that a warranty card is re- 
turned within a given period of time, an un- 
biased estimate of sales of model i is: 


6 = & 

(6) 

where: n; = estimated retail sales of model i 
during period 


c: = number of warranty cards received 
for model i within given period of 
time after sale 

An unbiased estimate of aggregate sales, then, is 


(7) =n’ =m+n+....+m 


where: n’ = estimated aggregate retail sales dur- 
ing period 

The standard deviation of this estimate, assum- 

ing that the sales of the various models are inde- 

pendent, is 


where N; is the actual number of unit sales of model i during the period. This standard deviation 


may be estimated from 
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MARKET POTENTIALS IN THE MACHINE TOOL 
INDUSTRY—A CASE STUDY 


FRANCIS E. HUMMEL 
Bryant Chucking Grinder Company 


a purpose of this article is to stimu- 
late thinking on marketing research 
in the machine tool industry by describ- 
ing the approach used by the Bryant 
Chucking Grinder Company of Spring- 
field, Vermont in establishing a market 
potential for its line of machine tools. 


Machine Tools 


Machine tools are the power-driven 
machines which cut or press metal into 
the forms desired. There are over two 
hundred types, each manufactured in a 
variety of sizes with different work or 
tool-holding attachments. The major 
groups of machine tools are drilling and 
boring machines, grinding machines, 
turning machines (including lathes), 
milling machines, planers and _ presses 
(including shears and forging machines). 
The major feature of the machine tool is 
the precision with which it can remove 
or form metal, with dimensional limits of 
error frequently measured in one-tenth 
of one-thousandth of an inch or less. This 
precision allows the industry to work 
with interchangeable parts and also 
makes possible the manufacture of the 
intricate mechanisms of our modern 
technology. 


Need for establishment of market 
potentials 


The establishment of market poten- 
tials for each state and industrial area in 
the country is a prerequisite for sound 
selling in the machine tool industry. 


*See “Machine Tools Today,” National Machine 
Tool Builders’ Association, 1953, Cleveland, Ohio. 
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Market potentials can be used for a wide 
variety of purposes. The major uses are 
to: 


1. Determine the areas of greatest po- 
tential for direct coverage by com- 
pany salesmen for these areas. 

2. Determine the number of salesmen 
needed to cover the field ade- 
quately. 

g. Determine the boundaries of sales 
territories and districts. 

4. Establish quotas for salesmen and 
districts. 

5. Check advertising coverage. 


Factors making market for machine tools 


In establishing a market potential for 
any product, one must first consider all 
the factors which make a market for that 
product. There are a number of basic 
reasons why metalworking shops pur- 
chase machine tools: 


1. To expand present production. 

2. To manufacture a new product. 

3. To reduce manufacturing costs by 
replacing present equipment with 
machines of new design. 

4. To secure increased output per 
man-hour or higher standards of 

_ quality of product, or both. 

5. To use because of a change in man- 
-ufacturing methods. 


These factors permit the inference that 
the market for machine tools includes: 


1. Companies which do metalworking 
manufacturing and can utilize the 
equipment in question. 
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2. Companies seeing a need to utilize 
this equipment for regular produc- 
tion and/or as a tool room ma- 
chine.” (Such needs are to increase 
output, reduce costs, etc. as indi- 
cated in the previous listing.) 

3. Companies with sufficient funds to 
purchase new machines.® 

4. Companies with a willingness to in- 
vest in new equipment. 


In developing a market index for ma- 
chine tools, one must consider all of these 
factors. 


Problems in establishing market 
potentials 


There are a number of special prob- 
lems encountered in establishing market 
potentials for machine tools. The major 
problem arises because the industry ex- 
periences a widely fluctuating demand 
for its products and is affected measur- 
ably by defense appropriations and gen- 
eral business conditions. The cyclical 
sales fluctuations of machine tool manu- 
facturers have historically been much 
higher in times of prosperity and lower 
in times of depression than those of most 
industry in the United States. The-basic 
reasons for this widely fluctuating sales 
volume are: (1) the nature of the product 
—the product is high priced and is sus- 
ceptible to long life through mainte- 
nance and repairs;* (2) the demand is de- 
rived from the demand for capital goods 
and for consumer goods—thus, buyers 
may postpone or accelerate their pur- 
chases of machine tools according to the 
outlook for their profitable use; (3) in 
recent years the defense and war efforts 


* These groups include those who need machine 
tools for their tool rooms. Accurate machines there 
are indispensable to metalworking manufacturing. 

* Purchase through outright sale, chattel mortgage, 
or lease agreement. 

“Although it may be obsolete from a production 
or tolerance standpoint. 


have created an additional strain upon 
the industry—during World War II, the 
industry expanded its dollar output con- 
siderably, only to fall back to extremely 
low levels between 1946 and 1949, owing 
in large degree to government sales of 
surplus equipment. After 1949, it experi- 
enced another great expansion due to the 
Korean situation. For example, the in- 
dustry figures for metal-cutting machine 
tool shipments covering selected years of 
this period are: 


1939 $ 200,000,000° 
1942  1,320,000,000 
1947 306,000,000 
1952  1,125,000,000 


(4) The depreciation policies established 
by the Bureau of Internal Revenue for 
taxation purposes—most companies are 
required to depreciate their equipment 
over long periods of time, even though 
these small depreciation allowances do 
not provide sufficient funds so that the 
companies can reinvest in new and im- 
proved machinery in the short run. In 
addition, the government did allow ac- 
celerated depreciation for tax purposes 
for the defense emergency but only to 
companies who secured “Certificates of 
Necessity.” These factors have combined 
to create widely fluctuating sales volumes 
for the manufacturers in the machine 
tool industry. 

Secondly, technological developments 
in machine tools and new processing 
methods of manufacturing metal are con- 
stantly occurring. This means that one is 
dealing with both a product and a mar- 
ket with change over time. The result is 
that one must follow these changing con- 
ditions and anticipate future develop- 
ments in order to estab'ish accurate mar- 
ket potentials. 

Thirdly, one is dealing with relatively 


5 Source—National Machine Tool Builders’ Asso- 
ciation. 
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small numbers of customers and units, 
which makes the degree of error of any 
statistical findings large. The problem 
encountered is that, since a small num- 
ber of units account for the total sales 
volume, the decision to purchase or not 
to purchase by one or a few large custo- 
mers will vitally affect the results ob- 
tained. For example, in 1947 one cus- 
tomer accounted for 26.9 per cent of 
Bryant’s domestic output. This high per- 
centage of sales made to one company 
was due to the small total number of 
units of new machines which were sold. 

Fourthly, there is a lack of complete, 
current statistical data for measuring all 
the factors which theoretically affect the 
market for machine tools. 


METHOD OF ESTABLISHING MARKET 
POTENTIALS BY BRYANT 


In establishing market potentials for 
Bryant’s precision internal grinding ma- 
chines and precision boring machines, 
the following steps were taken: 


1. Product List and Industry Classifica- 
tion 

A list of products which could be man- 
ufactured on each machine under study 
was developed—separate lists of parts for 
both grinding and boring machines. This 
list was gathered from a review of job 
specifications on which past quotations 
and sales had been made by the company 
and from consultations with the com- 
pany’s sales and engineering executives. 
These product lists were then classified 
by industries and the U.S. Standard In- 
dustrial Classification numbers placed on 
each item. For example, one product fin- 
ished on Bryant Internal Grinders is 
“raceways—industry, ball and roller bear- 
ings,” classification number 3593. 


2. Collection of Basic Data 
The next step was to determine and 


collect basic data which could be used to 
measure the market for the foregoing 
types of machines. Each type of machine 
required a separate analysis of the market 
conditions affecting its purchase because 
it is used in part by different segments of 
the metalworking industry and because 
of different metalworking manufactur- 
ing methods used by the various indus- 
tries. 

Some of the basic data which were ex- 
amined in studying the potential market 


for internal grinding and boring ma- 
chines were: 


A. NUMBER AND SIZE OF METALWORK- 
ING PLANTS USING ABOVE EQUIPMENT. 
This was the basic information needed 
—data on the number and size of metal- 
working plants in the various industries 
which use grinding and boring machines 
were collected for each state and indus- 
trial area. This information pointed up 
the geographical location of the markets 
for these machines. An approximation of 
the size of these markets was made for 
each area by examining for each indus- 
try the number of production workers 
employed. 

Some of the major sources of data used 
were: U.S. Census of Manufacturers, 
1947; Annual Survey of Manufacturers, 
Bureau of Census, 1951, 1950, 1949; 
Basic Marketing Data, Iron Age, 1953; 
County Business Patterns (based on So- 
cial Security Reports), U.S. Department 
of Commerce, 1951; Analysis of U.S. 
Metalworking, Steel, 1952; Market Data 
Book, McGraw-Hill Publishing Com- 


pany, 1949. 


B. NEED FoR NEw ORIGINAL EQUIPMENT. 
An attempt was made to estimate the 
amount of new boring and grinding ma- 
chines each industry would need in the 
period ahead because of increased busi- 
ness activity. A separate economic anal- 
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ysis was made for each major industry in 
which these machine tools are used in 
order to determine business trends and 
new technological developments in met- 
alworking manufacturing. The object 
was to evaluate possible industry rates 
of business and capital expansion and 
to estimate the resulting effects on the 
sales of the boring and grinding ma- 
chines. In this connection, correlations 
of past Bryant sales with business condi- 
tions and capital expenditures by indus- 
tries were helpful in projection for the 
future. Of course, a major limitation to 
this analysis is that the past historical re- 
lationships may not apply to the future. 
Also, published data such as Business’ 
Plants and Equipment 1953-56, McGraw- 
Hill Publishing Company, were helpful 
in attempting to evaluate future over-all 
capital expansion programs. 


C. NEED FOR REPLACEMENT EQUIPMENT. 
An attempt was also made to estimate 
the amount of new boring and grinding 
machines each industry would need in 
the period ahead to replace old or obso- 
lete equipment. Measures of the amount 
of obsolete boring and grinding ma- 
chines held by the various metalworking 
industries were estimated from Ameri- 
can Machinist’s Inventory of Metalwork- 
ing Production Equipment, November, 
1953, which lists the number and age of 
these and other machine tools by major 
industries. In addition, there were field 
reports by Bryant salesmen covering a 
number of specific potential customers 
who had stated their replacement poli- 
cies and programs. The above data were 
analyzed and an approximation made by 
industries for future replacement rates of 
boring and grinding machines. 


D. Funps ror NEw Addi- 
tional data were needed to obtain some 
measure of the relative industries’ will- 


ingness to invest in new production 
equipment, since there is a large differ- 
ence in the amount of funds available for 
the purchase of machine tools by the var- 
ious industries. A number of sources of 
information were used to give partial in- 
dications along these lines, such as: (1) 
U.S. census statistics on value added by 
manufacture and expenditures for new 
machinery and equipment classified by 
industries, (2) capital ratings of a sam- 
pling of various firms, (3) information 
from sales force, and (4) future predic- 
tions of capital expenditures of business 
as published by the Department of Com- 
merce and McGraw-Hill. 

In addition, it was decided to include 
in the final calculation of the market in- 
dex only concerns employing over fifty 
production workers, on the theory that 
companies employing less than this num- 
ber of employees would not be likely to 
need these special production tools and 
would not spend the money for new ma- 
chines even if they had such a need. 


3. Calculation of Index 


The third step was to determine the 
best method of calculating the market in- 
dex. Decisions were necessary regarding 
the type of index and the weighting to be 
used. 


A. Use oF SINGLE INDEX. The first ques- 
tion was whether a single or multiple in- 
dex should be used. A single index means 
using one set of data weighted by indus- 
try importance; a multiple index means 
combining two or more series of weighted 
data by industries. 

For a single index, the common prac- 
tice in establishing industrial goods mar- 
ket potentials is to use the number of 
production workers as the statistical se- 
ries of data on the theory that industrial 
purchases within an industry vary ap- 
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proximately in relation to the size of the 
companies as measured by the number 
of workers they employ. If this is done, 
one must then attach subjectively weights 
to the various industries to take into con- 
sideration the factors of usage and need 
for the new equipment, along with suffi- 
ciency of funds and willingness to spend 
these funds for new equipment. The re- 
sulting effect is that the conclusions can 
be only as accurate as the judgment used 
in establishing such weights. 

In using a multiple index, a number of 
statistical series should be used in an at- 
tempt to incorporate all or most of the 
factors which make a market for the par- 
ticular machine tool under question. For 
example, the researcher might examine 
the following data by industries for their 
relevance in developing a multiple in- 
dex: 


1. Metalworking companies—number of 
plants and/or number of production 
workers. 

2. Funds—either value added by manu- 
facture or capital ratings. 

3. Willingness to spend—past expendi- 
tures for new machines and equip- 
ment. 


Naturally, the above data do not con- 
sider the usage and need for new equip- 
ment or the application of available 
funds for the particular machine tools 
under study. Therefore, these factors 
must be included by subjectively attach- 
ing weights to each industry, and then 
combining the above data into one in- 
dex. In order to combine the various se- 
ries, one must also weight each of the 
series in relation to one another. 

After considerable experimentation 
with single and multiple indexes as ap- 
plied to Bryant’s grinding and boring 
machines, it was concluded that, because 
these machines were largely single-pur- 


pose tools,* a single index should be used 
in order to relate properly the impor- 
tance in usage, need and availability of 
funds for a few industries which could 
not be measured by combining statisti- 
cal series. The number of production 
workers was chosen as the series of data 
to be used. 


B. ATTACHING WEIGHTS TO INDUSTRIES. 
In the case of both a single and multiple 
index, weights must be attached to the 
various industries constituting markets. 
These weights must be established for 
each industry in order to consider prop- 
erly the differences in usage of the ma- 
chines under study by the various in- 
dustries, in addition to considering the 
other factors which affect the market for 
these machine tools in the various seg- 
ments of the metalworking market. 

A subjective judgment method was 
used in arriving at weights. These 
weights reflected the combined judg- 
ment of a number of individuals within 
the company’s departments of sales, en- 
gineering and research. For example, in 
applying this judgment, some of the fol- 
lowing factors considered were: 


1. The amount of use each industry has 
for internal grinders and precision 
boring machines. For example, manu- 
facturers of sewing machines have 
much less use for internal grinders 
than do manufacturers of aircraft en- 
gines because of the nature of the 
product and materials used. 

2. The trend in general business condi- 
‘tions and the resulting effects on each 
industry’s need for new equipment. 
The economic analysis previously re- 
ferred to was useful here. For exam- 


*Engineered and designed to preform specific 
operations on long production runs in contrast to 
general purpose tools designed to do multiple opera- 
tions on a variety of parts in relatively short pro- 
duction runs. 
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ple, it was estimated that the propor- 
tion of internal grinding machines 
going to the automotive industry 
would increase in 1954 due to the 
trend toward more power steering 
and automatic transmissions. 

3. The effect of the defense program on 
industrial purchases and governmen- 
tal purchases of machine tools for 
stock piling. For example, assuming 
that the future will bring no new 
“hot” war, the proportion of machines 
sold for tank production was esti- 
mated for 1954 to be considerably 
lower than in the previous two years. 

4. The capacities of one’s machines in re- 
lation to competitors’ machines. For 
example, it was estimated that Bryant 
internal grinders would find an in- 
creasing market in the ball bearing 
industry due to technological develop- 
ments in machine design. 

5. The sufficiency of funds and willing- 
ness to spend these funds for new 
equipment. The analysis along these 
lines previously referred to was useful 
in determining the relative differences 
among industries with regard to capi- 
tal expenditures. For example, the 
McGraw-Hill study of Business Plans 
for New Plants and Equipment, 1953- 
1956 stated that the biggest expan- 
sion in capacity “is planned in the 
electrical machinery, transportation 
equipment, and chemical industries. 
Automobile and machinery makers 
expect to expand faster than the av- 
erage of all industry over the long 


pull, 1953-1956.” 


Thus weights were applied to each in- 
dustry by considering the factors which 
affect the future sales of machine tools to 
them. These weights were attached by 
combined judgment of a number of in- 
dividuals in the firm who were in a po- 
sition to visualize the problems involved. 


Consideration was also given to two 
other methods of arriving at a weighting 
system for various industries. One pos- 
sibility would be to use a sample survey 
approach among the industries under 
study—a survey to discover what ma- 
chines are held, their condition, and the 
future capital replacement and expan- 
sion policies of the firms. These findings 
could be correlated with the size and in- 
dustries reporting, and the result used to 
determine weights. This method has 
many limitations. The major drawback 
is the necessity of soliciting the informa- 
tion from a number of men in an organ- 
ization, since the questions cut across de- 
partmental responsibilities. Neverthe- 
less, under some circumstances the cost 
might well justify a limited survey of this 
type among the firm’s main customers 
and large potential customers. 

A second possible approach to estab- 
lishing weights would be to correlate the 
company’s past sales to each industry 
with an economic measure of that indus- 
try’s volume of sales or production over 
a period of years. Then, by estimating 
what the industry’s volume will be in the. 
future, a prediction of relative salesfto 
each industry can be made. This method 
has severe disadvantages, too. The major 
limitation is that the past historical re- 
lationship may not apply to the future 
because the methods of metalworking 
processing change over a period of time 
as new types of machine tools are intro- 
duced on the market. 


C. CALCULATION OF INDEX By STATES 
AND INDUSTRIAL AREAS. After determin- 
ing weights as described above, the next 
step was to calculate the market potential 
index for each state in the United States 
and all the major industrial areas. A 
separate index was calculated for these 
two types of machine tools—grinders and 
boring machines. 
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TABLE 1 


EXAMPLE OF MARKET POTENTIAL CALCULATION FOR INTERNAL GRINDING MACHINES 
STATE OF ILLINOIS 1954 


Weighted Pro- 
Standard Number of Pro- Proportion of Weights for portion U.S. 
Classification Industries* duction Workers? U.S. Workers* Industries* Workers® 

3541 Machine Tools 4117 .05013 3 15039 
3521 Tractors 41153 .53410 1 53410 
3531 Mining Equipment 8079 .10330 2 -20660 
3532 Oil Well Equipment 157 .00541 1 00541 

etc. etc. etc. etc. etc. etc. 
Totals 100 = 7.58446 
100 + 7.58446 

= 7.6 
Market Potential for 
Illinois® 


1 Industries having use for internal grinding machines. 

2 Number of production workers for each industry—source, Iron A ge. 

3 The proportion of U.S. Workers in each industry found in the State of Illinois—Example, the total num- 
ber of production workers in the U.S. machine tool industry are 82,130. There are 4117 production workers 
in the machine tool industry in the State of Illinois. 4117 + 82130 = .05013. Each industry is thus figured 
separately as a proportion of the total workers in the U.S. for that industry. 

4 Each industry is weighted according to the method described. These weights are associated with the 


industry involved and are the same for each state. 


5 The proportion of U.S. Workers multiplied by the weights for each industry. Example, for the machine 


tool industry — .05013 K 3 = .15039. 


6 The weighted proportion of U.S. Workers divided by the sum of the weights for industries. 


Table 1 gives an example of how the 
market potential index was calculated for 
internal grinding machines for the State 
of Illinois. Similar procedures were used 
for all other forty-seven states. ‘The num- 
ber of production workers in the various 
industries was used as the basic com- 
ponent,’ with the weights attached for 
each industry. The market potential fig- 
ure for Illinois (7.6 per cent) represents 
the proportion of the total U.S. market 
for internal grinding machines existing 
in that state. It is believed that the index 
has considered all the factors which make 
a market for this machine tool. 


Conclusion 
Utilizing the above statistical proced- 
ure, we calculated the proportion of the 
total United States market for precision 
internal grinding and boring machines 
™Source: Iron Age (four digit breakdown for 
Basic Marketing Data supplied by Iron Age). 


for each state and industrial area. Our 
findings show that over 80 per cent of 
the United States market for precision 
boring machines and over 85 per cent 
of the United States market for precision 
internal grinding machines is concen- 
trated in only ten states in the country. 

The company’s policy established at 
the end of World War II, designed to 
achieve maximum efficiency and econ- 
omy in distribution, is to have its own 
salesmen cover the large market areas 
and to have agents handle the territories 
with small market potential and long dis- 
tances to cover. Bryant’s 1954 study 
pointed out some new areas of sufficiently 
large market potential for our machines 
to justify a change from the use of agents 
to direct representation by our own sales- 
force. 

Bryant also plans to use these new 
market potential figures to check the ef- 
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fectiveness of our salesmen and agents. 
This calls for extreme caution owing to 
the nature of the market and the product. 
In the short run—one or two years—the 
indexes will be used only as general 
guideposts because machine tools, unlike 
many categories of products, are not pur- 
chased with any predictable degree of 
regularity. However, over a period of a 
few years, purchases tend to be made 
in accordance with potential demand 
within areas and, therefore, the index 
figures arrived at in this study are likely 
to provide an effective check of the eff- 


ciency of coverage of the company’s sales 
districts. 

In addition, the company has utilized 
the market potential statistics to establish 
new sales districts and to regroup indi- 
vidual salesmen within the areas of di- 
rect coverage. 

Even though absolute accuracy is ob- 
viously impossible of attainment in try- 
ing to establish the relative market po- 
tential of sales territories in the machine 
tool field, we believe research efforts can 
provide highly useful sales management 
tools. 
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A PLAN TO ACCOUNT FOR “NOT-AT-HOMES” 
BY COMBINING WEIGHTING AND CALLBACKS 


WILLARD R. SIMMONS 
W. R. Simmons & Associates Research, Inc. 


re surveys, even when based 
on sound initial samples, are subject 
to bias because of persons who cannot be 
found at home when the interviewer 
calls.1 The amount of bias depends on 
the extent that the “not-at-homes”’ differ 
from the “at-homes” in the characteris- 
tics under study. No method, short of 
complete recovery of all interviews with 
selected respondents, will entirely elimi- 
nate this bias. The purpose of this paper 
is to describe a generalized plan to ac- 
count substantially for the not-at-homes 
in a way that increases reliability per 
dollar of cost for a particular research 
project, and to suggest criteria for de- 
termining its applicability to specific sur- 
veys.? 

A method already has been developed 
to account substantially for the not-at- 
homes without making callbacks. The 


*Sampling bias may be aptly compared with a 
shot aimed at the wrong target. Similarly, a survey 
based on first-call interviews must reflect the popu- 
lation that happens to be at home when the inter- 
viewer calls even though the survey is “aimed at” the 
entire population. 

? All survey estimates are subject to sampling error 
due to random selection. Even when aimed pre- 
cisely on target, a series of shots will scatter around 
the target center because of “random” fluctuations 
in weight, quantity of powder, and other factors. A 
distance (radius) from the target center just suffi- 
cient to include, say, 95% of the shots fired from a 
fixed position may be considered the “tolerance lim- 
its” of a single shot. Where the aim is “unbiased”, 
the tolerance limits are a measure of the “reliability” 
of the shot. Where the aim is subject to a bias of 
unknown extent or direction, no measure of relia- 
bility is available. 

*“An Attempt to Get the Not-at-Homes into the 
Sample without - Callbacks”, by Alfred Politz and 
Willard Simmons, Journal of the American Statisti- 
cal Association, March, 1949. This article discusses 
the implications of certain assumptions inherent in 
the plan. See Part II, pp. 17-19. 
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primary advantages of this method are 
economy in field costs and speed as com- 
pared with expensive and time consum- 
ing callbacks to reach respondents not 
found at home on the first call. 

Its basic advantage, of course, is re- 
liability as compared with a survey which 
ignores the not-at-homes, and which ac- 
cepts an unknown bias for the character- 
istics under study. In this plan, inter- 
viewers’ visits are scheduled at a random 
time within the period of interviewing 
and each respondent is asked whether or 
not he was at home at a randomly selected 
time on each of six evenings including 
and just preceding the evening of the in- 
terview. Where no interviews are made 
on Sunday, six evenings cover the con- 
venient period of the preceding week. 

Each questionnaire is given a weight 
inversely proportional to the number of 
times the respondent was at home out of 
the six times for which information is 
obtained; viz. (6/1, 6/2, 6/3, 6/4, 6/5 
or 6/6). If the original sample actually 
contains, for example, three hundred 
persons who are at home on the average 
about two times out of six during inter- 
viewing hours, we would expect to find 
about 100 of them on first-call visits made 
at random times. By assigning each such 
respondent a weight of 6/2, the group 
projects to approximately the three hun- 
dred such persons in the original sample. 
This projection is unbiased if the weight 
is based on six random points in time. 

Because of chance factors, however, 
the number of respondents at home two 
nights out of the six asked about is likely 
to be a few more or a few less than 100, 
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within the limits of tolerances.* Simi- 
larly, each of the other five groups of re- 
spondents will project, most likely, to a 
corresponding group in the original sam- 
ple within tolerance limits. The sum of 
all six groups, so weighted, is expected to 
project, therefore, to the number of re- 
spondents we would find at home in the 
course of six visits, within the tolerance 
limits of the sum. Obviously, this still 
leaves some bias resulting from persons 
who cannot usually be found even after 
six calls and who are not accounted for 
by the weighting. 


Effect of the Weighting on Reliability 

A limitation to the value of this plan is 
the addition to the overall tolerance lim- 
its of sample estimates because of the 
weighting. The size of the contribution 
to tolerances because of the nights-at- 
home weighting largely depends on how 
many respondents actually are at home 
only one or two evenings out of six. If 
there are many, the tolerances will tend 
to be large; if there are few away from 
home so often, the tolerances will tend 
to be small. The frequency with which 
persons are at home depends on the time 
of day, day of the week, and the season, 
as well as the particular population group 
under study. 

The net result of this plan, therefore, 
is to eliminate substantially the not-at- 
home bias by accepting additional toler- 
ance limits instead. The extent of im- 
provement in reliability by this exchange 
depends on the size of this bias, which 
will usually not be known in advance, as 
well as the size of the tolerances arising 

*There is less than 5 chances in a hundred that 
an unbiased estimate will differ from the actual 
quantity being estimated by more than the tolerance 
limits, using the customary two standard errors. 
Tolerances arising from nights-at-home weighting 
(2ex) must be combined with tolerances from other 
sampling operations (2¢s) according to the formula: 


2on = V 4en? + 405° in order to find the overall tol- 
erance limits. 


from the weighting. A major reason for 
preferring the larger tolerances to an 
unknown bias is that they can be meas- 
ured so that the degree of risk in using 
results is known. Moreover, it is possible 
to increase the size of the original sample 
to compensate for the effects on toler- 
ances of not-at-home weighting, but this 
will not reduce bias. 

An obvious alternative is to make the 
necessary callbacks so as to reduce the 
not-at-home bias without adding to toler- 
ances. Because callbacks are costly, this, 
however, restricts the sample size that 
can be obtained for the same survey 
budget. 

It is difficult to generalize concerning 
the relative efficiency, considering survey 
cost, of the weighting plan in comparison 
to a plan in which some six calls are made 
to interview persons who were not at 
home previously. Obviously, for most 
survey plans more interviews can be 
made for the same cost by omitting call- 
backs and using the weighting plan. The 
question is whether the additional inter- 
views will offset the increase in tolerances 
because of weighting. This depends on 
the length of the interview, amount of 
travel required to reach the households 
selected, and other factors. In some sur- 
veys, it may pay to make callbacks; in 
other surveys, the weighting plan may 
produce substantial savings. 


How Weighting May Be Combined with 
Callbacks 

These two plans, however, represent 
two extremes: five callbacks and no 
weighting versus no callbacks with com- 
plete weighting based on information 
for six evenings. This suggests that for 
many surveys some combination of the 
two plans in which callbacks and weight- 
ing are both employed would be more 
efficient than either method alone. 
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TABLE I 
WEIGHTS USED To ACCOUNT FOR THE NotT-AT-HoMES 


Total Number of Calls Made 
Nights-at-Home 
Out of Six 1 2 3 df 5 6 
Weights to be Applied to each Interview 
1 6 3 2 3/2 6/5 1 
2 3 5/3 5/4 15/14 1 1 
3 2 5/4 20/19 1 1 1 
+ 3/2 15/14 1 1 1 1 
5 6/5 1 1 1 1 1 
6 1 1 1 1 1 i 


Consider, for example, a plan in which 
one callback is made to all persons not 
found at home on the first call. The day 
and the time of the initial call and the 
callback are randomly determined within 
the hours of interviewing, from say, 5 
P. M. to 10 P. M. Each respondent found 
at home on the first call will be asked 
whether or not he was at home at a ran- 
domly determined time on each of the 
five evenings just preceding the inter- 
view.® Including the time of the inter- 
view, this makes six points in time for 
which information is obtained. 

For second-call interviews, the inter- 
viewer will know from observation that 
the respondent was away from home at 
the time of the first call, and that he was 
at home for the second call. In addition, 
respondents are asked about the four 
evenings just preceding the interview, 
not including the evening on which the 
first call was made. This also makes six 
different times for which information is 
obtained. 

Based on this information, weights can 
be determined which will produce an 
unbiased estimate for all persons who 
could have been found at home after six 
calls at the same times asked about. 

* The theory as developed is based on the assump- 
tion that six moments are independently selected 
at random. Actually, information may be obtained 
about different times on each of six consecutive eve- 
nings, producing a stratification of time. Other types 


of questions are possible which may approximately 
meet the requirement of randomness. 


This plan may be generalized to cover 
operations in which two, three, four or 
five callbacks are made, with the under- 
standing that at-home information would 
be obtained from each respondent for six 
evenings. For example, if an initial call 
and two callbacks were made, respond- 
ents interviewed on first call would be 
asked whether they were at home on each 
of five previous nights; those interviewed 
on the second call, about four nights; and 
on the third call, about three nights.® 

For a ready comparison, the weights to 
be applied where one, two . . . six calls 
are made are shown in Table I. These 
weights were computed from Equation 
g, in the Appendix. The number of 
nights-at-home includes the night on 
which the interview was made. Thus, for 
example, in a survey where two calls are 
made, all respondents are distributed 
among six groups according to the num- 
ber of nights they were at home out of 
the six for which information is obtained. 
Respondents who were at home on only 
one night are assigned a weight of three 
(6/2); those at home on only two nights 


_ are assigned a weight of five-thirds, and 


so on. It does not matter whether the in- 
terview was obtained on the first call or 


* It is possible to work out a plan in which all re- 
spondents are asked about six nights regardless of 
which call produced the interview. Since the weight- 
ing would be different for interviews made on each 
call, the practical difficulties would seem to out- 
weigh the advantage of the additional information 
this plan could produce. 
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on the callback. This is because all per- 
sons in the sample are given two chances 
to be found at home, regardless of which 
call happened to produce the interview. 

From the standpoint of not-at-home 
bias, all of these six plans are equivalent 
under the conditions stated.?, However, 
the amount of weighting is greatly re- 
duced by making more callbacks so that 
with six calls we have no excess over the 
“normal” weight of one. Even with two 
calls a substantial reduction in weighting 
is obtained. 


Effect on Reliability 


Where the amount of weighting is re- 
duced because of more callbacks, there is 
also a reduction in the tolerance limits. 
This is because a larger proportion of the 
persons in the original sample are found 
and interviewed. There is evidence that 
major gains in reliability are obtained by 
making one or two callbacks combined 
with the weighting. After two or three 
calls, only minor reductions in tolerances 
are usually possible; on the other hand, 
if the nights-at-home plan is not utilized, 
five or six calls may sometimes be war- 
ranted in order to reduce the bias which 
the nights-at-home weighting would 
have substantially eliminated. These 
points are illustrated in the example 
which follows and the method of com- 
puting tolerances is shown in the Appen- 
dix. 


Application to an Actual Survey 


An example based on an actual survey 
will show how the number of callbacks 
may affect reliability of results.* The 
population under study consisted of per- 


* Callbacks may help to reduce the “refusal” bias 
because of persons who were at home but unavail- 
able to talk to the interviewer on first call. 

§“Crowell-Collier Automotive Survey, 1953”; The 
Crowell-Collier Publishing Company, New York, 
N. Y. 


sons primarily responsible for the care of 
the family car and male heads of non-car 
owning households. Such persons are 
likely to be away from home more often 
than the general population. The results 
indicated that 59.4 per cent of this popu- 
lation could be found at home on an “‘av- 
erage’”’ evening and that 75.7 per cent 
could be found on two evenings. In this 
study 4,175 respondents were inter- 
viewed, of which 3,276 were found on 
the initial call and the remainder on one 
callback. Actual responses to the nights- 
at-home questions produced the figures 
for two calls as shown in Table II in 
italics. By applying the weights for two 
calls, shown in Table I, to these actual 
responses, the distribution of the “Ex- 
pected Original Sample” by nights-at- 
home is obtained (Column 2). 

The total number accounted for by 
the weighting is 4,993 which includes 
only persons who are expected to be at 
home at least one night in six. In addi- 
tion, an estimated 521 persons were at 
home on none of the six nights. This is 
obtained by subtracting the number ac- 
counted for by the weighting (4,993) 
from the total number of persons visited 
(5,514), allowing for refusals. 

The figures in Column 2 represent the 
best available estimate of the distribu- 
tion of the original sample based on the 
results of two calls. It is labelled “Ex- 
pected Original Sample” to indicate that 
the figures are subject to tolerances. For 
example, 192 persons interviewed in the 
course of two calls told the interviewer 
that they had been at home only one 
evening out of the six. However, in two 
calls we would expect to find only about 
one-third of the persons visited who are 
at home about one evening out of six. 
Therefore, for each such person found 
and interviewed, there must be two 
others, on the average, who were not 
found at home in two calls. On this basis, 
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TABLE II 
EXAMPLE OF NIGHTS-AT-HOME WEIGHTING COMBINED WITH CALLBACKS 


Expected Number at Home After 


Expected Percentage 
Nights-at-Home Original Owning Late 


One Two Three Four Five Six 


Out of Six Sample Model Cars Call Calls* Calls Calls Calls Calls 

1 576 50.9 96 192 288 384 481 576 

2 544 51.8 181 326 435 507 544 544 

3 774 51.7 387 620 735 774 774 774 

4 923 45.6 615 861 923 923 923 923 

5 1,076 42.0 897 1,076 1,076 1,076 1,076 1,076 

6 1'100 29.5 1,100 1100 11100 1,100 1.100 1/100 

Total 4,9932 43.5 3,276 4,175 4,557 4,764 4,898 4,993 

Per Cent of Late Model Car Owners 
Unweighted 43.5% 404 424 428 43.2 434 43.5 
Weighted 43.5% 435 435 435 435 435 435 
Contribution to Tolerances 

Nights-at-Home Contribution 0.08% 1.38% 0.83% 0.30% 013% 0.12% 0.08% 
Other Sampling Contributions? 2.28% 228% 2.28% 2.28% 2.28% 2.28% 2.28% 
Overall Tolerances‘ 2.28% 2.66% 2.42% 2.30% 2.29% 228% 2.28% 


1 The distribution of interviews obtained in two calls is the actual result of the survey. All other figures 
were obtained from the nights-at-home information given by these 4,175 respondents. 

2 The total of 4,993 represents the number in the sample expected to be found at home after six calls at the 
same times asked about. Actually, 5,514 persons were visited, not counting refusals. This leaves 521 persons 
who are not expected to be at home even after six calls at random times during interviewing hours. 

5 The original sampling operations would have produced an estimate of about 43.5%, accurate within 
about 2.28 percentage points even if all persons in the sample had been found at home. Although unrelated 
to the not-at-home problem these basic tolerances must be considered in evaluating the overall reliability 


of any recovery plan. 


4 The overall tolerances is the square root of the sum of the squares of the nights-at-home and the other 
sampling contributions. For example, where only one call is made the overall tolerances are 


2.66 = +/(1.38)? + (2.28)? as shown. 


we “expect” there were 576 such persons 
in the original sample, give or take a 
little for the “random” errors, within the 
tolerances. 

To illustrate the weighting plan, the 
expected original sample on each line of 
Column 2 is distributed according to the 
number we would “expect” to find at 
home after one, two. . . six calls. For 
example, all of the 1,100 persons at home 
six times out of six would be found on 
first call. Of the 1,076 persons at home 
five times out of six, 897 (5/6 of 1,076) 
are “expected” to be at home on first call. 
All of the rest must be found on second 
call. Similarly, two-thirds of the 923 per- 
sons at home four times out of six are 
“expected” to be found on first call. The 
308 who are not found on first call (923 


— 615 = 308) must be at home on four 
nights out of the remaining five. Thus, 
we would expect 246 of them (4/5 of 
308) to be found on second call, making 
a total of 861 at home after two calls. The 
remainder must be at home on the third 
call. 

Following a similar line of reasoning, 
we are thus able to produce the most 
likely results of field work operations in 
which one, two . . . six calls are made. 
The 3,276 first-call interviews miss many 
individuals who are frequently away 
from home. As more calls are made, this 
situation is steadily improved until after 
six calls 4,993 respondents are inter- 
viewed, leaving only the 521 persons who 
are away from home on all six occasions. 

Subject to random errors within toler- 
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ances, this same result can be produced 
by the nights-at-home weighting. By mul- 
tiplying the weights shown in Column 1 
of Table I by the corresponding num- 
bers of first-call interviews, they will 
project to 4,993 also. In the same way 
with nights-at-home weighting, respond- 
ents interviewed after two calls, three 
calls and so on, will project to the total 
number who are “expected” to be at 
home after six calls made at the same 
times asked about. 

The percentage of persons in each 
group owning 1949 or later model cars 
(Column 3) is larger among groups who 
are frequently away from home. As a 
result, the 3,276 first-call interviews, 
without weighting for nights-at-home, 
produce a biased estimate of 40.4 per cent 
late model owners. The unweighted es- 
timate is steadily improved as more calls 
are made so that 43.5 per cent of the 
4,993 persons expected to be found after 
six calls will own late model cars. 

Although the distribution of respond- 
ents owning late model cars is not shown 
in Table II, they are projected in the 
same way total respondents are projected; 
that is, by multiplying the nights-at-home 
weights by the corresponding numbers 
of respondents owning late model cars 
and adding the results. This procedure 
will yield an estimate of 2,172 late model 
car owners which is 43.5 per cent of the 
estimated 4,993 persons accounted for by 
the weighting. Again, within tolerance 
limits, we would expect a projection of 
2,172 late model owners whether six calls 
were made or only one call. Therefore, 
additional calls up to six, made at the 
same times asked about, do not reduce 
the not-at-home bias where the nights-at- 
home weights are used.® 


® This obviously depends on correct answers to the 
at-home questions and the other assumptions un- 
derlying the weighting plan. Where inquiries are 
made as to when absent family members will be at 


The 521 persons (second footnote, 
Table II) who are still not accounted for, 
either by weighting or by six calls, leave 
a source of bias which can be further 
reduced only by intensive efforts. Since 
no information is available for this 
group, the extent and direction of bias 
are unknown.” To ignore this group is 


to assume that it contains the same per _ 


cent of late car owners as the entire 
group which is accounted for. Since we 
have observed that this percentage tends 
to be larger among persons frequently 
away from home, a better assumption 
might be made. For example, the 521 
persons unaccounted for may be more 
nearly like the 576 who are at home only 
one time out of six. Based on this assump- 
tion, the original sample contains 44.2 
per cent of late car owners, indicating a 
bias of 0.7 percentage points (44.2 per 
cent — 43.5 per cent) in the estimate 
based on information for six nights. 
While the bias may not be reduced by 
making more callbacks, the tolerance 
limits tend to be smaller where more 
callbacks are made. For the estimated 
43-5 per cent late model owners, the 
nights-at-home contribution to tolerances 
in Table II is reduced from 1.38 per- 
centage points for one call to .o8 per- 
centage points when six calls are made.14 
This is because a larger proportion of the 


home, the recovery rate of a callback operation may 
be improved, if not-at-home weighting is not antici- 
pated and randomness in time of callbacks is not 
required. 

*“On a Probability Mechanism to Attain an Eco- 
nomic Balance Between the Resultant Error of Re- 
sponse and the Bias of Nonresponse”, by W. Edwards 
Deming, Journal of the American Statistical Associ- 
ation, December, 1953. This interesting article pro- 
vides a method for determining the size of sample 
and the number of callbacks to more nearly ap- 
proach optimum sampling reliability considering 
nonresponse bias, including both refusals and not- 
at-homes. 

“The method of computing tolerance limits and 
the derivation of the formula are shown in the Ap- 
pendix. 
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original sample will be interviewed 
where more callbacks are made. If the 
nights-at-home contribution were the 
only contribution to tolerances, it would 
obviously pay to make several callbacks. 

In appraising the advantages of call- 
backs, we must also consider the contri- 
butions to tolerances in the original sam- 
ple. For the estimated per cent of late 
model car owners, the tolerance limits of 
the original sample amount to about 2.28 
percentage points. Even if interviews 
could have been made with all persons in 
the original sample, there would be 
about one chance in twenty that the es- 
timate would be in error by 2.28 per- 
centage points.’ 

In computing overall tolerance limits, 
the nights-at-home contribution and the 
contributions from other sampling op- 
erations must be combined as shown in 
the last footnote to Table II. As more 
callbacks are made, overall tolerances are 
reduced. However, after two or three 
calls, there is little chance for further 
improvement and it appears that the 
relatively high costs per interview would 
not be warranted, at least from the stand- 
point of estimating the per cent of late 
model car owners. 

In attempting to determine the opti- 
mum number of callbacks, the efficiency 
of the original sample becomes an im- 
portant consideration. If the tolerance 
contribution of the original sample is 
small in proportion to the number of 

* By way of comparison, an unrestricted random 
sample of 5,514 respondents would produce tolerance 
limits of about 1.40 percentage points for an estimate 
of 43.5 per cent. In a national survey, it is rarely 
possible to approach the efficiency of an unrestricted 
random sample. The sample used was distributed 
among one hundred selected localities containing 
189 counties. This widespread geographic disper- 
sion is important in reducing tolerance limits. For 
example, it was estimated that about 10,000 inter- 
views confined to the more usual fifty or sixty locali- 
ties would have been required to produce tolerance 


limits as low as 2.28 percentage points, other things 
being equal. 


interviews, more callbacks are indicated. 
For example, suppose it were possible to 
attain the efficiency, per interview, of 
an unrestricted random sample. With a 
sample of 5,514, the “other sampling con- 
tribution” would have amounted to only 
1.4 percentage points.1* Thus, the nights- 
at-home contribution would have a 
greater effect on overall tolerances.1* Con- 
versely, where the original sample is less 
efficient, per interview, fewer callbacks 
are justified, provided the nights-at- 
home weights are employed to reduce the 
bias. 

In general, for small breakdowns toler- 
ances arising from not-at-home weight- 
ing are likely to become relatively more 
important. Percentages based on, say, 
one-fourth of the sample will usually in- 
clude interviews from all localities and 
most of the sample areas. As a conse- 
quence, only the contribution to toler- 
ances arising from the number of inter- 
views is increased appreciably, while the 
contributions from the numbers of local- 
ities and clusters are substantially un- 
affected. Thus, the “other sampling con- 
tributions” tend to be relatively small, 
per interview. On the other hand, the 
contribution to tolerances because of 
the nights-at-home weighting, would be 
doubled so that it becomes a relatively 
larger part of the total tolerances.™® 
Thus, for small breakdowns the advan- 
tage of additional callbacks is usually 
greater. 

Obviously, the decision regarding the 
number of calls should not usually rest 


* Using the standard formula 2 Pa . 

“Using the formula shown in the footnote to 
Table II, the overall tolerances with one call are 
1.97%, two calls 1.63%, three calls 1.43%, four calls 
1.41%, five calls 1.40%, six calls 1.40%. 

* The nights-at-home tolerance contribution is in- 
versely proportional to the square root of the sam- 
ple size, as in the case of unrestricted random sam- 


pling. 
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TABLE III 
CONTRIBUTIONS TO VARIANCE BECAUSE OF NIGHTS-AT-HOME WEIGHTING 


Number of Calls Made to Find Not-at-Homes 


Nights-at-Home 
Out of Six 1 2 a 4 5 6 
Contribution to Variance 

1 16.160 3.523 Sie -853 Sis 657 Sis -358 Sis -223 Sis 
2 6.957 Sar 1.479 Soe -547 Sos .252 Soa -133 Ses S26 
3 2.802 Sai 566 Sze .194 S33 .077 .034 -015 Sze 
4 1.027 Sa 179 S42 .049 Sas -025 Sas -005 Sas -001 Sue 
5 -305 Ss1 .035 Ss2 006 Ss3 .001 Ss4 -0002 Sss -00002 Sse 
6 0 0 0 0 0 

on the reliability of only one character- APPENDIX 


istic. Some variables are measured more 
efficiently than others because of their 
basic distribution in the population. 
Other important considerations include 
length of interview, travel time and ex- 
penses for initial calls and successive 
callbacks, and many cost factors involved 
in other operations, including overhead. 
These problems differ so widely as be- 
tween different survey operations that 
generalization appears dangerous. In any 
case, it appears desirable to weigh the 
cost of alternative plans against the toler- 
ance limits to be anticipated. 

The not-at-homes have always been a 
serious problem where confidence is to 
be placed in the findings of population 
surveys. To ignore this problem often is 
to risk incorrect decisions based on mis- 
leading results. Accounting for the not-at- 
homes entirely by weighting first-call in- 
terviews often produces less reliability in 
the findings than may be needed, espe- 
cially for results based on a small fraction 
of the sample. On the other hand, several] 
expensive callbacks will often consume 
part of a research budget that could 
otherwise be spent more efficiently. The 
analysis presented herein suggests that 
use of the combined callback and weight- 
ing plan described above may often lead 
to improved survey results per dollar 
of available survey budget. 


Method of Computing Tolerances 


Five separate contributions to the vari- 
ance of an estimated total arising from 
the nights-at-home weighting plan are 
shown in each Column of Table III.2* 
Each Column refers to an operation in 
which one, two . . . six calls are made 
to find the not-at-homes. 

The “‘S’s” represent the numbers of re- 
spondents in each group having the char- 
acteristic under study. Where the variate 
under study is not a characteristic each 
“S$” refers to the sum of the squares of 
the variate for all respondents in the 
group. The sum of the Column referring 
to the number of calls made is the total 
contribution to variance arising from the 
nights-at-home weighting. Table III is 
computed from Equation 17, below. 

To illustrate these computations, the 
distribution of the 4,175 interviews made 
on two calls, as shown in Table II, and 
the per cent and number of late model 
car owners are repeated in Table IV, to- 
gether with the variance factors for two 
calls from Table III. 

The number of late model owners in 
Column 3g are the products of the corre- 
sponding figures in Column 1 and Col- 
umn 2. Column 5 shows the separate var- 
iance contributions in estimating the 


* Tolerance limits are twice the square root of 
the variance. 
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TABLE IV 
Variance Contributions 
Number % Owning Number Variance, 
of Late Model OwningLate Factors for All Late Model 
Nights-at-Home Respondents Cars Model Cars 2 Calls Respondents Car Owners 
(1) (2) (3) (4) (5) (6) 
1 192 50.9 98 3.523 676.4 345.3 
2 326 51.8 169 1.479 482.2 250.0 
3 620 $1.7 321 566 350.9 181.7 
4 861 45.6 393 .179 154.1 70.3 
5 1,076 42.0 452 .035 37.7 15.8 
6 1,100 29.5 324 _ _ _ 
Total 4,175 42.1 1,757 _ 1,701.3 863.1 


total number of persons in each group 
in the original sample. Each figure in 
Column 5 is the product of the corre- 
sponding figures in Columns 1 and 4. 
Similarly, Column 6 shows the separate 
variance contributions in estimating the 
numbers of late model car owners in each 
group in the original sample. Each figure 
in Column 6 is the product of the cor- 
responding figures in Column 3 and Col- 
umn 4. 

Twice the square root of the sum of 
Column 5, that is, 2 \/1701.3 = 82.494 
is the two-Sigma tolerance limits of the 
estimated 4,993 persons accounted for by 
the nights-at-home weighting. Similarly, 
2 \/863.1 = 58.758 is the two-Sigma tol- 
erance limits of the estimated 2,172 late 
model car owners accounted for. 

The estimated 43.5% of late model 
car owners is a ratio of two sample esti- 
mates, 2,172 and 4,993. Computation of 
tolerances of the percentage, therefore, 
requires the further application of the 
formula for the variance of a ratio esti- 
mate. 

For the per cent having the character- 
istic under study, the formula may be 
simplified, as follows:** 


* The general expression for an approximation of 
the variance of a ratio may be written: 


of x? 2 
va t xy 


Where x/n is the estimated per cent having the 
characteristic under study, oxy equals ¢x* and the 


20, = 2p V*, + (1-2p) where 2o, is 
the tolerance limits of the estimated per- 
centage, p, and V, and V, are, respec- 
tively, the coefficients of variation for the 
estimated number having the character- 
istic and estimated number of persons. 
accounted for by the weighting. Thus, 
in the above example, 


29.379 
P= 438.5%, V, 2,172 — .0136 
41.247 
and = “4,993 .00825 


Making these substitutions, the tolerance 
limits (two Sigma) for the per cent own- 
ing late model cars is 0.83 percentage 
points as shown in Table II. 


Derivation of the Weights in Table I 


Let p; be the percentage of time the j 
individual is at home during interview- 
ing hours and define q; = 1 — p;. Assum- 
ing no refusals, p; is the probability of 
interviewing the j person on first call 
and p,q; is the probability of not finding 
him at home on first call and interview- 
ing him on the second call. Similarly, 
psq;** is the probability of finding a re- 


expression reduces to the one shown above. A com- 
prehensive treatment of ratio estimates is given in 
Morris H. Hansen, William N. Hurwitz and William 
G. Madow, Sample Survey Methods and Theory 
(New York: John Wiley & Sons, 1953), Vol. I, Chap- 
ter 4, Section 16. 
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spondent at home for the first time on 
L 


the call and & p,q;*"! is the chance 
k=1 


of interviewing the j person in the 
course of L calls. Let x; be the value of 
the variate under study for the j** person 
and W,;(i=1...6) be the weight as- 
signed to the respondent if he is inter- 
viewed. N, 


We will further define X = Ps) X; as 


the aggregate value of the variate ‘for the 
entire population of N;, persons, and 


X= Xs as the aggregate value of X for 


all persons who can be found and inter- 
viewed in six calls on different evenings 
at random times. The expected value of 
this estimate is given by, 

N N, 
(1) EX, = = EX xj = = | 


== Xj (1 


The terms of the summation in brack- 
ets is the probability that the j person 
will be at home exactly 1, 2...6 nights 
out of six and the sum is, therefore, the 
probability of his being home at least 
on one of the six nights. 

Consider the following estimate ob- 
tained from the nights-at-home weights 
in which the subscript (L) denotes the 
number of calls made to interview those 
previously not at home, and n is the 
number of completed interviews. 


n 
(2) X = Wis 


The weights (W,,;) can be determined so 


that (EX; = EX¢) for all values of L. 
This is done by solving the following 
equation for W,,; in which the left hand 


member equals EX, and the right hand 
member EX¢ as shown in Equation (1). 


This expectation depends on the i 

chance of interviewing the j‘ respond- i 


ent on each of the L calls to his home, as 
well as upon the conditional expectation 
of the weight, knowing that the interview 
is made on the k* call k=1,2...L. 
Thus, 


n N, L 
(4) Xj EyxWi; 


Where an interview is made on the k* 
call, the weight depends upon the num- 
ber of nights out of the remaining (6 — k) 
on which the respondent was at home. 
Therefore, 


(6-k)! 
=2 Wy 


1 (7-k-1i)! P;' 


“ig, 


in which o! is taken as unity and any 
term vanishes where (7 — k —i) is negative, 
obviously considering only integral val- 
ues in which k < L < 6 andi < 6. Mak- 
ing this substitution in (4) and rearrang- 
ing, we have, 


143) (6-k)! 


n 
(6) ES Wax; 


Equating the right hand members of 
(g) and (6), transposing and combining 
terms, we have, 


N, 6 


('-1)! = 


This equation will be satisfied when 
the two terms within brackets are equal. 
Thus, 


wi © 
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(9) = 6! 1 


(6-k)! 
= (7-k-1)! 
k=1 


In an operation in which L calls are to 
be made, the sample estimate is produced 
by assigning each respondent one of the 
six weights obtained by evaluating W,; 
for i= 1, 2...6, according to the num- 
ber of nights out of six he was at home. 
These results for i, L = 1, 2...6 are 
shown in Table I. It is clear that from 
the standpoint of not-at-home bias it 
makes no difference whether one call or 
six calls are made, provided correct in- 
formation is obtained for six nights from 
all respondents. In either case the bias 
results entirely from those persons who 
are not “expected” to be at home on any 
of the six occasions in question. From 
Equations (1) and (2), the expression for 
this residual bias for L = 1, 2...6 may 
be given as, 

N, N, 
(10) B= EX, —X = q;°) 


q°; Xj 


‘ The Variance of the Estimates 


Next let us consider the variance of 
these estimates based on a combined call- 
back and_ weighting plan given by, 


(1 1) EX,? (EX:)? 


By using Equation (2), the first term of 
(11) becomes, 


n n 
(12) EX,? = E (3 x;)? = E 3 W4, x2, 


n 
+ X;) (Wi; Xt) 


A repetition of Equations (3) through 
(6) in which W?,; and x?; are substituted 


for W,; and x, will yield for the first 
term of (12), 


n 
(13) x’; = 


Substituting the value for W,; given 
in (9), Equation (13) becomes, 


n N, 6 
(14) ES W4, x, = 
N, 6 
P'sqs = WisPis 
where P,; is the probability that the j* 
respondent is at home exactly i nights 
out of six. 

Since the j and k person are inde- 
pendent with respect to the number of 
nights they are at home, we have for the 
second term of (12), 


n N, 
(15) ES (Wis xj) (Wie Xt) = 3 x; Xt 


L L 
(3 Ps k-1 Es, Wi) Pr qt | Ex Wi) 


N, L 2 
wal 


N,  (L 2 
— 3x"; Ex Wi; 


From Equations (4) and (2) we see that 
the first term of (15) equals (EX,)?. The 
expression within the brackets of the 
second term of (15) appears also in Equa- 
tion (4). Equating the right hand mem- 
bers of (4), (3), and (1), this expression 
readily reduces to (1 — q°;). 

With these substitutions in Equation 
(15), together with the right hand mem- 
bers of (15) and (14) into Equation (12) 


= 
N t 6 W?,.p! e-1 L 
3x2, 3 13P 593 (6-k)! 
= 
| 
‘ 
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and then to (11), the variance of this esti- 
mate may be written as, 


N, 6 
(16) = x’; Wi — (1 — q®s)? 


j=3 


where Py = 


As in most population surveys, the var- 
iance must be estimated from the sam- 
ple itself. In this case the following ex- 
pression may be used: 


6 n, 6 6 
(17) = 33 x; Wi —(*#) 


xX k=1 j=1 


isi 


in which P,, is the sample estimate of 
P,; obtained by substituting *-and 
for p; and q; for all respondents who 
were at home k nights out of the six in 
question. The formula is generally ap- 
plicable to any plan in which one, two 

. six calls are made, and in which 
the weights (W;; and W,,;) appropriate to 


that call-back plan are used, as shown in . 


Table I. The corresponding values for 
the six contributions to the variance are 
shown in each column of Table II. 
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INTRODUCTION 


HE coding of the information on the 
into a form suitable 
for mechanical tabulation is an impor- 
tant operation in most surveys and it is 
therefore remarkable that so few studies 
of it have been published. To some ex- 
tent this may be due to the feeling that 
coding errors, whether due to mistakes or 
to genuine differences in interpretation, 
can be reduced to negligible proportions 
by adequate checking and supervision. 
Even so, the degree of error in the initial 
coding remains a matter of great interest, 
since it determines the amount of check- 
ing and supervision necessary to bring 
it under control. 
In the experiment described below 
these errors were studied in isolation 
from the rest of the survey process by 
comparing the performances of eight 
coders on sets of four hundred question- 
naires. The applicability of our experi- 
mental results is limited by the fact that 
they were obtained under conditions that 


* This experiment was planned and discussed at all 
stages by the Survey Research Unit Committee, the 
members of which were Mr. T. Cauter, Dr. H. Du- 
rant, Mr. B. P. Emmett, Mr. L. Moss and Mr. D. H. 
Pickard, together with the members of the Division 
of Research Techniques of the London School of 
Economics. The professional organisations taking 
part in the experiment were the Audience Research 
Department of the British Broadcasting Corpora- 
tion, the British Institute of Public Opinion, the 
British Market Research Bureau, and Research Serv- 
ices Ltd. We wish to thank the members of these 
organisations for their cooperation, and the mem- 
bers of the Committee for their helpful discussions 
of earlier drafts of this paper. Thanks are due also to 
Miss A. I. Harris of the Government Social Survey 
for suggesting suitable questions. 
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were to some extent artificial. Neverthe- 
less an effort was made to keep the condi- 
tions as realistic as possible, and the re- 
sults should therefore give a useful 
indication of the extent of the discrepan- 
cies that can occur in practice. 

There are two main ways of coding a 
set of questionnaires. The coder can take 
the questionnaires one after the other, 
coding all the questions on each before 
going on to the next questionnaire. Al- 
ternatively, he can take a single question 
and code all the replies to that question 
in the entire set of questionnaires, then 
repeat the process for the next question 
and so on. If, as is usual, the job is too 
big for one coder and it has to be divided 
between a number of coders, in the first 
method it is the questionnaires that are 
divided among the coders while in the 
second it is the questions that are divided 
among them. The first method, which 
has clear advantages in integrating the 
complete set of replies given by any re- 
spondent, introduces variation between 
coders into the process, and calls for cor- 
respondingly close supervision. The sec- 
ond method, which is usually employed 
in practice, eliminates differences be- 
tween coders from the coding of any par- 
ticular question at the cost of breaking 
up the questionnaire. Either method re- 
quires supervision sufficient to ensure 
the consistency of any particular coder 
throughout his task, and the conformity 
of his ideas, in the assignment of codes 
to replies, with those of the supervisor, 
whose familiarity with the purpose of the 
enquiry should enable him to link the 


fi 
A 
tl 
“ae 
a 
a 
: 
3 
gE 
| 
f 


AN EXPERIMENTAL COMPARISON BETWEEN CODERS 55 


coding of the replies to the interpreta- 
tion of the results. 

The coding process ranges from purely 
mechanical operations to difficult ques- 
tions of classification on which there may 
be legitimate differences of opinion. It is 
sometimes held that the latter extreme 
should be eliminatied by contracting the 
code list until no differences of reason- 
able opinion are possible. However, this 
is liable to result in excessively coarse 
classification and it may be better to per- 
mit a certain amount of indeterminacy 
provided that the supervisor bears in 
mind the purpose of the question. In this 
experiment we have deliberately held to 
a rather detailed code list in all cases, 
whether or not such a list would be use- 
ful in practice. Three of the questions 
used were designed to produce a wide 
variety of replies, and the code lists were 
arranged to reflect this variety. In a par- 
ticular survey, simpler classifications 
than the ones we have used here would 
probably have been adequate. 

The reply to an open question often 
consists of a number of separate items, 
each of which belongs to a different cate- 
gory of the code list. The problem there- 
fore arises whether every item should be 
coded or whether the coder should be 
asked to make an overall assessment, and 
assign a single code only. Either or both 
methods are used in practice, depending 
on the purpose of the survey. We decided 
to cover both methods in the experiment 
by arranging for each of the three open 
questions to be coded twice. In practice 
a different code list would probably be 
used according to the method adopted, 
but for purposes of experimental com- 
parison this did not seem necessary. For 
the second coding we contented our- 
selves with asking the coder to pick out 
what he thought was the “most impor- 
tant” item in the reply. 


The main purpose of the experiment 
was to investigate the discrepancies on 
the initial codings and we did not there- 


fore incorporate in it any of the normal © 


checking procedures. It is hoped to study 
the extent to which checking brings 
about a greater harmony among the 
coders on a later occasion. Meantime we 
were able to arrange for the work of one 
of the coders to be checked and hence to 
examine for this particular coder the im- 
provement in her agreement with the 
majority. 

The only similar experiment we have 
been able to find in the literature is that 
by Woodward and Franzen who com- 
pared the performances of three coders 
on each of two open questions and of two 
coders on a further open question.” This 
was a small-scale experiment with the 
limited objective of tabulating for each 
coder the number of replies allocated to 
each category of the code-list. Although 
the resulting comparison is the most im- 
portant one from the standpoint of the 
effect on the findings of the survey, it 
may give a misleading impression of the 
extent to which the coding process is 
under control, owing to the compensat- 
ing effect of the errors. Consequently in 
our own experiment we investigated in 
detail the amount of disagreement on 
particular replies, and this was done for 
routine coding operations as well as for 
the more difficult task of coding replies 
to open questions. 


THE EXPERIMENT 


Each of the four professional organisa- 
tions provided a coder and four other 
coders were recruited from among third- 
year undergraduates of the London 
School of Economics, making eight coders 
in all. The professional coders were 


2J. L. Woodward and R. Franzen, “A study of 
coding reliability”, Public Opinion Quarterly, 12, 
253- 
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women, and the student coders were 
men. The professionals were all routine 
office-workers who had done at least some 
coding before, but none of the under- 
graduates had had any previous experi- 
ence of the work. The same 400 question- 
naires were given to each coder, and each 
coding operation was carried out on all 
400 before proceeding to the next oper- 
ation. After the 400 replies had been 
coded by means of a particular operation, 
the coder was asked to re-code the first 
50 of them. The results of his first coding 
were not available to him for compari- 
son. The codes were entered on separate 
sheets, and not on the original ques- 
tionnaires. 

All eight coders carried out the work 
in the order of numbering of the opera- 
tions given in section 3 below, but it was 
not possible to ensure that, for each op- 
eration, the 400 replies were coded in the 
same order by all the coders. However, 
five of the coders, including the four pro- 
fessionals, did carry out the complete 
task in the same order and therefore re- 
coded the same 50 questionnaires. These 
five sets of “repeat” codes were examined 
to see whether the intervening experi- 
ence had brought the coders closer to- 
gether than at the initial coding. 

Of the ten coding operations in the ex- 
periment the first four were of a more or 
less routine nature and were based on the 
following household composition block, 
used in a survey of old people.* To illus- 
trate, the block has been completed in 
respect of a particular household. 


* We are indebted to the Joseph Rowntree Village 
Trust for permission to use this material. 


The other six operations were carried 
out on three questions, the replies to 
which were collected specially for the 
purpose of the experiment in the course 
of routine surveys by two of the partici- 
pating organisations. The code lists for 
these three questions were compiled on 
the basis of samples of replies and were 
agreed between the supervisors from the 
participating organisations. 

Each professional coder worked sepa- 
rately under a supervisor from her own 
organisation, while the students worked 
in the same room under our supervision. 
The coders were encouraged to refer to 
their supervisors any points of difficulty. 
Some departures from routine opera- 
tional conditions were inevitable in an 
experiment of this kind but efforts were 
made to reduce them to a minimum. 

The work of one of the professional 
coders was checked by a different coder 
from the same organisation some sixteen 
months after the first coding. This was 
done by comparing the original coding 
with the reply and not by asking the 
checker to give an independent coding. 
The checker worked under a supervisor 
whom she could consult in doubtful 
cases, and so far as possible the condi- 
tions of the earlier coding were repeated. 


THE CopiInGc INSTRUCTIONS 


We reproduce below the instructions given to the 
coders. 


1. Classify informant into the following age and 
marital status groups: 


X Single -64 
Y Single 65-69 
O Single 970-74 


1 Single 


Marital 


Income Grade 
Relationship to Informant Sex Age Status Occupation (Where A pplicable) 
Informant F 75 W Unoccupied E 
Daughter-in-law F 34 M Unoccupied _ 
Grandson M 10 S 
Daughter-in-law’s brother M 26 M Decorator D 
Daughter-in-law’s sister-in-law F 24 M Clerk D 
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Married -64 
Married 65-69 
Married 70-74 
Married 75- 


Widowed -64 
Widowed 65-69 
Widowed 70-74 
Widowed 75- 


Insufficient information available 
Code “divorced” and “separated” as “widowed”. 


2. Classify the household into one of the follow- 
ing types: 
. Informant 
. Informant and spouse only 
. Informant, spouse and children under 16 only 
. Informant, spouse, and other adults only 
. Informant, spouse, other adults and children 
under 16 
. Informant and children under 16 only 
- Informant and other adults only (no spouse) 
. Informant, other adults and children under 16 
only (no spouse) 
Others. 


BIH 


Children under 16 and “other adults” in the house- 
hold do not necessarily have to be related to the in- 
formant. 


3. Estimate the weekly Household Income by add- 
ing up the weekly personal incomes of all the mem- 
bers of the household listed. The following table 
shows how much to count for each (personal) in- 
come grade: 


Amount to Count 


Personal Income Towards Weekly 


Grade Household Income 
A £20. 0. 0. 
B £13. 0. 0.- 
CB £10. 0. 0. 
CD £7. 0. 0. 
D £4. 0. 0. 
E £2... 3: 
F £1. 0. 0. 


If the Personal Income Grade is left blank for any 
individual, this counts as zero income. If the in- 
come of a member of the household is unknown, ex- 
clude him completely from questions 3 and 4, and 
code E. If an entire household’s income is unknown, 
code I.R. Thus, for example, a household may con- 
sist of: 


Member of Personal Amount 

Household Income Grade to Count 
Informant F £1. 0. 0. 
Wife F £1. 0. 0 
Son D £4.10. 0. 
Daughter-in-law Nil Nil 


In this example the weekly Household Income 
would be £6. 10. 0. Write the amount of weekly 
Household Income in the Code Column. 


4. Count the number of persons in the household. 
If the weekly Household Income is less than is shown 
for a household of that particular size in the follow- 
ing table, code X; if not, code Y; if there is insuffi- 
cient information available to code X or Y, code O. 


Number of Persons 


Minimum Weekly 
in Household 


Household Income 


£ 2. 5. 0. 
£ 4.10. 0. 
£ 7. 0. 0. 
£10. 0. 0. 
£13. 0. 0. 
£16. 0. 0. 
£19. 0. 0. 


If a household has more than 7 members, add £3 
for each additional member. 

Children under 16 only warrant an increase of 
half what it would have been for the same num- 
ber of extra adults. For example, a household con- 
sisting of one adult and two children gets a Mini- 
mum Weekly Household Income (M.W.H.L) of £2. 
5. 0. for the adult. If the children had been adults, 
there would have been three adults, getting a 
M.W.HLL. of £7. 0. 0. The difference between £7. 0. o. 
and f2. 5. 0. is £4. 15. o. and half of this is £2. 7. 6., 
so the correct M.W.H.I. for the household is £2. 5. 0. 

£2. 7. 6 = £4. 12. 6. As a further example, a 
household of three adults and one child has a 
M. W. H. I. of £7. 0. 0. + £10. 0. 0. — £7. 0. 0. = 


£8. 10. 0. 2 


Note: 


Each of the three following questions is to be 
coded twice. First, go through all the questionnaires 
coding every item mentioned in each reply. These 
codes should be entered in column A. For each reply, 
a particular code should only be entered once, even 
though there may be several parts of the reply which 
fall into the code category. At this first coding, sub- 
classes like Ci, C2, Cg, should be coded, and not 
the more general C. 

Secondly, go through all the questionnaires again, 
but this time only record the single code appropri- 
ate to the most important part of the reply. This 
code should be entered in column B. On this sec- 
ond coding, sub-classes of codes should be ignored, 
e.g. Ci, C2, Cg should be treated as separate codes 
for the first coding, but should all be entered as C 
for the second coding. 

Examples: An answer to Q.5. might read: “Clothes 
going up, food going up, everything going up.” The 
codes would be 


Col. A. Col. B. 
De, D1, A. A 


Another answer to the same question might be: 
“Can't afford to smoke or drink these days, and 
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even going to the pictures is too expensive.” The 
codes would be 


Col. A. Col. B. 
C1, C2 Cc 


Q.5. “In what way are you affected by rising 
prices?” 
See Note Above 
A. “Cost of living” rising; general rise in all 
prices; “in every way” lower standard of living. 


B. General household expenses higher; difficult 
to make housekeeping money go round. 


C. Had to cut down spending on pleasures, lux- 
uries, non-essentials in general. 


C1. Had to cut down spending on drink, tobacco. 

C2. Had to cut down spending on entertainments, 
sports. 

Cg. Had to cut down spending on non-essentials. 

D. Specific item mentioned whose price has risen. 

D1. Food prices risen. 

De. Clothes prices risen. 

Dg. Other specific price rises. 

E. Saves less; had to spend savings. 

F. Increased taxation. 


G. Had to take a job, or extra part-time work, to 
make ends meet. 


H. Wages or income not rising to keep pace with 
prices. 

I. Other answers (give details on separate sheet). 

J. Recorded answer illegible. 


Q.6. “Why do you think prices are rising?” 
See Note Above 

A. General economic conditions (unspecified)— 
home or international. 

B. Wage increases. 

C. Working less hard—shorter hours—strikes. 

D. Rearmament—war in Korea. 

E. Results of last war. 

F. Bad government in general. 

F.1. Excessive spending, waste, inefficiency. 

F.2. Controls. 

F.3. Nationalisation. 

F.4. Bulk Buying. 

F.5. Other government activities disapproved of. 


G. Shortages or higher cost of raw materials, food, 
transport, etc. 


H. Increased taxation. 
I. Profiteering. 


. Other answers. 
. Don’t know: no special reasons. 


L. Recorded answer illegible. 


basi (1) “Would you say things are going well or 
ly at the present time in Britain?” 


Q.7 (2) “What sort of things did you have in mind 
when you said that?” 
See Note Above. 


For those answering “well” 
to Q.7(1): 
Code 

1. General situation good, 
improving. 


2. Less poverty today, high 
wages. 


3. Full employment, high 
production, few strikes. 


4. Good government in 
general. 


For those answe' “badly” 
to Q.7(2): 
Code 

A. General situation bad, 
deteriorating. 


B. High and rising prices, 
cost of inflation 


C. Demands for higher 
wages, strikes. 


D. Bad government in 
general. 


4a. Rationing. 
4b. Health Service. 
4c. Nationalisation. 


D1. Excessive spend 
waste, inefficiency. me 


D2. Controls. 
D3. Nationalisation. 
D4. Bulk Buying. 


4d. Other government ac- 
tivities approved of. 


5. Things going well com- 
pared with other countries, 
world generally. 


D5. Other government ac- 
tivities disapproved of. 


E. Things going badly 
6. World situation improv- compared with other coun- 
ing, threat of war receding, tries, world generally. 
things going well in Korea. 
F. Taxation. 


G. World situation, threat 
of be Korea, China, Russia, 


7. Other reasons (give de- 
tails on separate sheet). 


Recorded answer illegi- 
H. Shortages in general. 
H1. Food. 
H2. Housing. 


H3; Specific shortages 
other than food and housing. 


I. Other reasons (give de- 
tails on separate sheet). 


O. Recorded answer illegi- 
ble. 


THE RESULTS 


The feature of the results of greatest 
interest to the practical worker is the 
comparison of the overall frequencies 
produced by the different coders. 

The discrepancies on the routine op- 
erations 1-4 were slight, and it is un- 

“likely that they would have led to any 
appreciable differences of interpretation. 
To save space, the tables are not included 
for these operations. The coding of the 

. open questions, however, yielded discrep- 
ancies of an extent that is in some cases 
rather disturbing, but even here, it is 
questionable whether they would have 
given rise to important differences in any 
conclusions drawn from the results. Ta- 
bles 1 to 6 give the comparisons for each 
of the six open questions. All figures are 
percentages. 
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CoMPARISON OF CopERS’ FREQUENCY DISTRIBUTIONS ON OPERATION 5A 
Student Coders Professional Coders 
I II III IV V VII VIII Total 
29 29 25 28 26 24 33 26 27 
9 7 8 8 9 8 7 9 8 
2 3 3 3 1 
2 2 2 2 3 2 2 2 2 
2 2 1 3 5 3 2 2 2 
4 4 5 1 5 1 1 1 z 
11 13 12 14 13 14 14 13 13 
10 9 11 11 10 10 9 10 10 
12 15 13 15 13 8 14 13 13 
2 2 1 2 2 2 2 2 2 
1 2 2 2 2 1 1 2 2 
1 1 1 1 1 1 1 1 1 
10 8 9 8 7 13 10 10 9 
7 8 6 6 4 2 —- 6 5 
100 100 100 100 100 100 100 100 100 
COMPARISON OF CODERS’ FREQUENCY DISTRIBUTIONS ON OPERATION 5B 
Student Coders Professional Coders 
II III IV VII Total 
A 42 42 38 40 52 40 
B 8 6 6 8 8 8 
* 9 6 6 6 8 8 
D 20 24 22 22 20 22 
E 2 1 1 2 oo 1 
F 1 1 1 1 
G 2 1 1 1 1 1 
H 10 9 12 11 8 11 
I 6 11 rf 9 1 6 
100 100 100 100 100 100 
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TABLE 3 
COMPARISON OF CoDERS’ FREQUENCY DISTRIBUTIONS ON OPERATION 6A 


Student Coders Professional Coders 
Code I II III IV V VI VII VIII Total 

A 9 | 5 9 4 6 4 4 6 
B 17 19 16 17 18 18 19 18 18 
c 6 5 3 5 5 6 6 5 5 
D 7 7 7 7 7 7 7 7 7 
E 2 2 2 2 2 2 2 2 2 
F _ — 1 10 9 11 4 4 | 
Fi 13 5 13 4 5 3 11 11 8 
F2 1 _ — 2 1 _ 1 1 1 
F3 1 1 1 1 1 1 1 1 1 
F4 4 4 5 5 3 4 6 5 4 
F5 1 12 2 2 3 4 2 1 3 
G 18 16 15 15 17 17 20 16 17 
H 2 2 2 2 2 2 2 2 2 
I 3 2 3 z 1 2 1 1 2 
{ 4 4 10 2 6 3 1 8 5 
14 15 15 14 15 14 13 15 14 

Total 100 100 100 100 100 100 100 100 100 

TABLE 4 
CoMPARISON OF CODERS’ FREQUENCY DISTRIBUTIONS ON OPERATION 6B 
Student Coders Professional Coders 
Code I if iif IV V VI VII VIII Total 

A 7 6 7 4 6 4 4 6 
B 15 18 15 18 17 18 21 18 17 
® 6 5 2 6 § 5 4 5 5 
D 8 7 6. 7 6 7 6 7 ij 
E 1 2 1 1 2 2 2 2 1 
F 22 22 24 26 23 22 27 23 24 
G 15 14 12 13 16 15 15 13 14 
H 2 2 2 2 2 2 F 2 2 
I 3 2 3 2 1 3 2 1 2 
f 4 5 10 Z 7 3 1 7 5 
18 18 17 17 18 18 17 19 18 

Total 100 100 100 100 100 100 100 100 100 
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We have not thought it worth while 
following Woodward and Franzen in the 
calculation of mean and mean square dif- 
ferences between the frequencies given 
by the coders, since the mean differences 
depend to such a large extent on the 
number of categories in the list. As an 
extreme example to illustrate this, sup- 
pose that to any list there were added a 
number of new categories with zero fre- 
quencies in each for all coders. There 
would then be a decrease in the mean dif- 
ference and hence in the apparent disa- 
greement without any real change taking 
place. 


Concordance between coders 


However, straightforward tabulation 
of the frequency distributions does not 
by any means give a complete picture of 
the amount of agreement between the 
coders. Close concordance between the 
frequency distributions may conceal 
numerous discrepancies in individual 
judgements, through the tendency of the 
discrepancies to cancel out. Although the 
discrepancies in the frequency distribu- 
tions are the important consideration 
from a practical standpoint, the extent to 
which the coding process is under con- 
trol can only be properly understood by 
comparing the coders’ performances on 
particular replies. The study of this as- 


pect of the results will occupy the re- 
maining part of the paper. 

A simple measure of concordance be- 
tween the eight coders is obtained by 
tabulating, for each coding operation, 
the percentage of questionnaires on 
which there were a maximum of 8, 7, 6 

. agreements on a code. We say that 
two coders agree when their codings of 
a particular question are identical in all 
respects. Thus in operations 5A, 6A and 
7A, which involve multiple coding of 
each reply, two coders are regarded as 
agreeing only if each gives the same set 
of codes for the reply. Thus there is 
greater scope for disagreement on the A 
codings than on the B codings of oper- 
ations 5, 6 and 7. The results are given 
in Table 7, which gives also the percent- 
age of codings which disagree with the 
code having the maximum number of 
agreements. 

There is a peculiarity about this table 
which should be explained. In operation 
4 only three different codings are possi- 
ble and therefore at least three out of the 
eight coders must agree on each reply. 
Consequently the greatest possible num- 
ber of disagreements from the code hav- 
ing the maximum number of agreements 
is five for any one reply and 2,000 for the 
set of 400 replies. On all other operations 
each coder could give a different code 


TABLE 7 
PERCENTAGE OF REPLIES IN WHICH 8, 7, 6, ETC. CODERS AGREE 


Maximum Number of Agreements 


Percentage of Codings which 


Coding Disagree with Code Having 
Operation 8 7 6 5 4 3 2 Total Max. No. of Agreements 
1 84 15 Tt 100 2.1 
2 91 8 1 100 1.2 
3 88 8 2 1 1 — — - 100 2.2 
+ 91 8 Tt 1 100 2.7 
5A 33 13 9 12 12 13 8 100 28.6 
5B 38 12 14 13 14 7 2 100 22.7 
6A 30 16 15 12 13 10 4 100 26.1 
6B 44 15 13 11 12 4 _ 100 17.8 
7A 466 «8 13 10 11 10 2 100 20.6 
7B 66 11 6 9 6 1 _ 100 10.1 


— denotes zero; ¢ denotes less than 0.5 per cent. 
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TABLE 8 
PERCENTAGE OF COMPARISONS WITH OTHER CODERS IN WHICH THERE IS DISAGREEMENT 


Students Professionals 
Coding 
Operaticn I II III IV V VI VII VII 
1 3 3 7 3 2 3 3 9 
2 2 2 5 2 2 1 3 3 
3 2 6 5 3 3 4 3 3 
+ 3 4 3 2 2 2 2 3 
5A 42 41 47 42 40 39 42 40 
5B 33 32 36 38 32 32 35 34 
6A 39 37 45 37 38 38 40 44 
6B 26 25 30 26 30 27 29 26 
7A 33 31 34 31 28 28 31 29 
7B 16 14 19 17 15 16 15 14 


and hence the greatest number of dis- 
agreements from a code having the maxi- 
mum is seven on each reply and 2,800 on 
all 400 replies. The percentages in the 
final column have been worked out with 
the appropriate number (2,000 or 2,800) 
in the denominator. 

The codings of the routine operations 


1-4 show a fair measure of agreement but 


in the other operations, especially in the 
exhaustive listing of codes at stage A, 
there is considerable variation. Even at 
stage B, where coders were simply asked 
to code the most important element in 
each reply, complete agreement was only 
obtained on the average in about.half of 
the 400 replies. Furthermore, the dis- 
agreements were not due to the oddities 


of one or two coders, as may be seen from 
the slow falling away of the frequencies 
as we move across the table to the right. 
This point is brought out more clearly in 
Table 8, which gives, for each coder and 
each operation the percentage of his col- 
leagues’ codings disagreeing with his 
own. In contrast with Table 7, the maxi- 
mum number of agreements in Table 8 
is 2,800 for each operation. 

Apart from a tendency of coder III to 
disagree rather more than the others and 
the result obtained on question 1 by 
coder VIII, the rows of this table are very 
homogeneous, particularly on the last six 
operations. This suggests that the varia- 
tion displayed is characteristic of the 
coding process. 


TABLE 9 
PERCENTAGE OF CASES IN WHICH EacH CopER DISAGREED WITH THE MAJORITY 


Coders 
Operation rs II III IV V VI VII VIII 
1 t 1 6 sj 1 8 t + 
2 1 , 4 1 2 2 t t 
3 2 4 4 1 1 1 1 2 
4 2 2 2 1 t 2 t 1 
5A 29 24 34 26 26 24 22 20 
5B 20 17 21 27 20 20 14 14 
6A 25 19 31 18 24 33 21 20 
6B 13 13 18 13 20 16 20 13 
7A 22 18 24 19 18 17 12 13 
7B 10 6 14 11 7 8 9 9 


t denotes less than 0.5 per cent 
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Disagreements with the majority 


The relative performances of the 
coders is displayed in Table 9, which 
shows the proportion of cases in which 
each coder disagreed with the majority. 
In a few cases there was so much dis- 
agreement that the majority was not 
unique. As an example, three coders may 
have coded 1, three may have coded 2 
and the remaining two may have coded 
3. In such a case only the last two would 
have been regarded as disagreeing with 
the majority. 

There is little doubt that coder III has 
different coding characteristics from the 
others. Apart from him, there is little 
difference between the amateurs and the 
professionals. 

All three of the Tables 7, 8 and g show 
less disagreement between the coders on 
operation 7 than on operations 5 and 6. 
This confirms what might have been ex- 
pected from the more sharply-defined 
categories in the code list used for this 
operation. 


Omissions and additions 


The large number of disagreements on 
the A codings prompts us to look more 
closely into their nature. When a coder 
disagrees with the majority, is it usually 
because he has omitted to code a partic- 
ular item in the reply because he has 
added an extra item to the majority list? 
This question is answered by Table 10, 


which gives the number of omissions and 
additions of each coder for the three op- 
erations concerned. Only replies for 
which there was a unique majority were 
included. 

Contrary to what might have been ex- 
pected there are more additions than 
omissions, though the difference is not 
great. Out of the eight coders only two 
made more omissions than additions, and 
one of these was coder III who, it will be 
remembered, was the exceptional coder. 
We conclude that there is a slight tend- 
ency for the coders to be over-generous 
in the allocation of codes on the A type 
of coding. 


Recodings 


Each coder re-coded 50 replies to each 
question and the results of comparing the 
two sets of codes are given in Table 11. 

Discrepancies in re-coding operation 
1-4 are relatively few, as expected, but 
the numbers of discrepancies in the other 
operations are quite large, both at stage 
A and stage B. The fact that there were 
so many discrepancies may have been due 
simply to a “learning” effect produced by 
the coding of the intervening 350 ques- 
tionnaires, but there may also be substan- 
tial inherent variation in the response of 
any individual coder when faced with the 
same problem at different times. 

If the learning factor is important 
while at the same time there is for most 


TABLE 10 
NUMBER OF Omissions (O) AND AppiTIoNns (A) on A CopINGs 


I II III IV V VI VII VIII 
Coding - 

Operation 0 A A OF A OF A A A QO A O A 
5A 66 119 79 85 148 100 80 108 79 89 72 95 78 75 47 68 
6A 58 94 67 58 117 96 62 59 88 79 96 127 53 81 S57 64 
7A 47 92 61 68 92 78 68 73 70 52 S55 63 32 41 31 52 

Total 171 305 207 211 357 274 210 240 237 220 223 285 163 197 135 184 


Total Omissions — 1703: 


Total Additions = 1916 
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TABLE 11 
DISCREPANCIES IN RE-CODING 50 REPLIES 


Students Professionals 
Coding 
Operation I II III IV V VI VII VIII 
1 2 1 3 1 —_— 3 — a 
2 7 2 2 2 
3 3 8 1 1 2 1 1 —_ 
4 2 5 2 1 1 1 1 1 
5A 18 8 15 18 13 14 11 4 
5B 10 6 12 23 8 11 12 6 
6A 14 16 16 16 7 16 16 8 
6B 5 12 13 10 7 12 12 7 
7A 12 9 12 10 5 7 11 5 
7B 5 6 11 4 1 4 3 5 


replies an underlying objective coding 
on which experienced coders familiar 
with the material could agree, the effect 
would be to bring the final codes into 
closer agreement than were the initial 
codes. But it is possible that many replies 
have no such objective coding and that 
the final judgements of the coders may be 
just as far apart as their initial codings. 
In this case, one would expect that final 
codes would show substantially the same 
measure of agreement between them- 
selves as did the initial codes. 

The question is examined in Table 12, 
which has been compiled for those five 
coders who carried out the re-coding op- 
eration on the same 50 questionnaires. 

It is remarkable that despite the num- 


ber of discrepancies recorded in Table 
11 for each coder as between the first and 
second coding, Table 12 shows that after 
the second coding there was in no case a 
larger measure of agreement between the 
coders as a group. We infer that it is un- 
likely that the discrepancies were simply 
due to increasing familiarity with the 
question and replies to it; on the con- 
trary there is evidence of substantial in- 
herent variability ‘‘within” coders. 


A check coding 


Finally, we give the results of the 
checking of the performance of coder 
VIII (from the staff of Research Services, 
Ltd.) by a different coder from her own 


TABLE 12 
AGREEMENTS AT FIRST AND SECOND CopINGs OF 50 REPLIES 


Maximum Number of Agreements 


Total No. of Disagree- 


Coding ments from Code Having 

Operation 5 f 3 2 1 Max. No. of Agreements 
1 46 (46) 4 (4 — 4 (4) 
3 48 (45) 1 (5 1 (—) — (—) — (— 3 (5) 
4 46 (45) 3 (4) 1 (1) 5 (6) 
5A 19 (19) 10 (9) 7 12 (13) 2 (1) 68 (68) 
5B 18 (17) 6 (10) 21 (14) 4 (9) (—) 64 (65) 
6A 23 (18) 8 (12) 13 (11) 5 (8) 1 (1) 53 (62) 
6B 29 (26) 6 (10 14 (8 (6) — (—) 37 (44) 
7A 28 (29) 5 (3) 7 (8) 10 (10) — (—) 49 (49) 
7B 43 (45) 3 (—) 3 (3) 1 (2) — (—) 12 (12) 


First codings are unbracketed and second codings are in brackets. 
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TABLE 13 
EFFECT OF CHECKING ON AGREEMENT WITH OTHER CODERS 


Formerly Disagreed Formerly Agreed Disagreements with Disagreements with 
Coding with Majority, with Majority, Majority Before Majority After 
Operation Now Agrees Now Disagrees Checking Checking 

1 0 0 1 1 
2 0 0 0 0 
3 2 0 7 5 
+ 1 0 3 2 
5A 2 1 81 80 
5B 1 0 57 56 
6A 4 1 79 76 
6B 3 0 51 48 
7A 3 0 53 50 
7B 3 0 36 33 

Total 19 2 368 351 


organisation. Table 13 shows the altera- 
tions classified according to agreements 
with the majority of the coders. Of the 
400 codings only 21 were altered in the 
checking process and two of these were 
changes from agreement to disagreement. 
Thus although the checking process has 
brought about an improvement the over- 
all effect is small. 

As has been seen above, the first 50 re- 
plies had been coded twice by the origi- 
nal coder. When these two codings were 
checked, the checker made no alterations 
on operations 1-4 for either the initial 
coding or the repeat, but this is not very 
surprising since, as may be seen from 
Table 11, Coder VIII had only one self- 
discrepancy in these operations. On the 
open questions, there were four checker’s 
alterations on operation 6A, two on oper- 
ation 6B and none on the remainder, but 
the net effect of these alterations on the 
total number of discrepancies was zero 
since some of them were in an unfavor- 
able direction. Since there were, from 
Table 11, a total of 35 discrepancies be- 
tween the initial and repeat codings of 
the open questions, there is clear evi- 
dence of a tendency on the checker’s part 
to accept the original code. It is difficult 
to say without further study how impor- 
tant this effect is, but there is certainly a 


suggestion that this method of checking 
may be inadequate for the checking of re- 
plies to open questions. 


CONCLUSIONS 


The experiment revealed more dis- 
crepancies than we expected, both be- 
tween coders and between the perform- 
ances of the same coder at different times. 
The discrepancies were, in fact, much 
more frequent than would have been ex- 
pected from a superficial examination of 
the overall frequencies in the various 
categories of the code lists. The results 
suggest that the problem of controlling 
these errors deserves more attention than 
it generally receives in practice, and that 
further and more intensive experimental 
study of the problem should be under- 
taken, special regard being paid to the 
adequacy of checking procedures. 

It might be suggested that variations 
between coders are best eliminated by 
substituting pre-coded for open ques- 
tions. This would certainly save time, 
but in other respects seems to us unde- 
sirable. One could hardly expect the in- 
vestigator, in the press of the interview, 
to make fewer mistakes than the coder at 
his desk. In one form or another, the 
problem of variations in coding must re- 
main, whatever techniques are used. 
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The Forum 


EDWIN H. LEWIS, University of Minnesota 


SELECTION OF MANUSCRIPTS 


HE JOURNAL OF MARKETING can be of 

maximum usefulness to members of the 
American Marketing Association, and to 
others, only as suitable manuscripts flow 
continuously into the hands of the Editorial 
Board. The Board, therefore, welcomes the 
submission of manuscripts. 

A number of readers have expressed an 
interest in learning the criteria by which the 
Editorial Board evaluates manuscripts. 
Since we believe that these criteria will be 
of general interest and are hopeful that an 
awareness of them will increase the number 
of manuscripts submitted, we present them 
as follows: 

1. The basic criteria for acceptance of 
articles for publication, either in the main 
section of the JOURNAL or the Forum section, 
are whether the article contributes to the 
advancement of science in marketing, and 
whether it results in a better understanding 
of marketing problems and the methods for 
solving them. Manuscripts meeting these 
criteria usually fall into one of the follow- 
ing classifications: (a) substantive contribu- 
tions and (b) methodological contributions. 

a. Manuscripts which make a substantive 
contribution should present a new or clari- 
fying statement of some general appli- 
cability which either adds to our knowledge 
of marketing or is an aid to action decisions. 
Additions to our knowledge include expla- 
nations of marketing institutions, practices 
and markets. Solutions of action problems 
provide guides for bringing about changes 
in institutions, practices and markets. 

b. Manuscripts which make a methodo- 


logical contribution should present either 
new methods or improved statements of old 
methods for specifying, obtaining or ana- 
lyzing information. Manuscripts of this type 
present new or improved techniques for 
securing knowledge which may lead to the 
solution of marketing problems. 

2. A manuscript which constitutes a sub- 
stantial contribution to the “advancement 
of science in marketing” is given precedence 
over another manuscript making a lesser 
contribution, even though the former may 
appeal to fewer readers. When a choice be- 
tween two manuscripts of equal merit is nec- 
essary because of space limitations, the one 
written in a manner likely to attract the 
larger readership is given publication prece- 
dence. 

Manuscripts are not considered to be a 
contribution to the field if they duplicate 
material already covered in the JOURNAL OF 
MARKETING or in other periodicals or sources 
readily available to JOURNAL readers. 

3. Most manuscripts submitted have some 
substantive value, but many are not usable 
because they are poorly written. Common 
faults are (1) poor organization of material, 
(2) an awkward writing style, (3) faulty 
grammar, and (4) too many unexplained 
mathematical symbols. 

The decision as to whether a manuscript 
should be accepted is based on the recom- 
mendations of members of the Editorial 
Board and other reviewers particularly 
qualified to evaluate it. 

The Editors 


67 


f 
ith 
g 
a 
Aa 
f 
t 
2 
5 
a 
- 
= 


68 


THE JOURNAL OF MARKETING 


THE ANALYSIS OF INDIVIDUAL FIRM 
MARKETING DATA 


One of the most difficult aspects of re- 
search is the analysis and interpretation of 
assembled data. In order to extract the full 
meaning from tabulated figures, the analy- 
sis must be thorough and complete. Using a 
set of published sales figures, Professor 
Vatle illustrates a technique for such an 
analysis and indicates the nature of the 
conclusions which may be drawn. The 
ability to use techniques of this type is of 
major importance to both teachers of mar- 
keting and practitioners. 

The Editor 


LARGE amount of marketing data, espe- 
cially for sales, is currently available 
in published form. Frequently, these data 
merit more analysis than accompanies their 
publication. In the January 1954 issue of 
this Journal, Edward R. Hawkins makes 
the point, for example, that the theory of 
monopolistic competition “remains virtu- 
ally unused by marketing students.” Yet 
many of the published tabulations might be 
examined with reference to the existence 
and effects of monopolistic or other forms of 
competition. Market data are an important 
source of raw material which can be used 
to test economic concepts, principles, and 
methods of analysis. The present note is 
one illustration of the possibilities of such 
an analysis. 

On page 411 of McNair and Hansen’s 
Problems in Marketing may be found the 
table reproduced in part here which shows 
annual carload sales of oranges, grapefruit 
and lemons by the California Fruit Growers 
Exchange (now the Sunkist Growers, Inc.), 
together with the total revenue from these 
sales. These data permit some observations 
and inferences concerning the following: 
(a) the increases in sales which have ac- 
companied the sales promotion of the 
CFGA; (b) the effect of weather on supply 
as opposed to man’s conscious control; (c) 
the trend in average price per carload; and 


(d) the effects of year-to-year changes in sup- 
ply on price. 

The increase in sales can be visualized 
better, perhaps, from a graph than from a 
table. Figure 1 shows the rising straight-line 
trend in sales from just under 7,000 cars in 
1903 to over 70,000 in 1940. It also shows 
an apparent abrupt jump in sales during 
the war years 1941-45. Still further, it shows 
the effect of frost injury on supply and sales. 
The most severe frost damage in the history 
of the industry occurred in the winters of 
1912-13 and 1936-7, but there was consider- 
able loss of supply also in 1917-18, 1922-23, 
and 1929-30. The damage done in those 
years may have reduced the steepness of the 
sales trend line. 

The increase in sales by this national 
sales organization is striking. National ad- 
vertising was first undertaken in 1907. Car- 
load sales in the five following years, 1908- 
12, averaged 2.4 times those of the five years 
1902-06. By 1936-40 they were averaging 
over 10 times and in 1941-45, 15 times the 
pre-advertising years. Part of this increase 
was, undoubtedly, the result of the increase 
in population, but even on a per capita 
basis the increases for the periods just noted 
were 2.2, 7.0, and g.2 times. These increases 
were associated with, and doubtless partly 
caused by, intensive sales promotion and, 
therefore, demonstrate the expansibility of 
demand, both in aggregate and per capita 
terms. 

Increased sales indicate increased supply. 
Apparently the rate of return on capital in- 
vested in California citrus orchards was 
sufficient, throughout the period, to attract 
additional investment at about the same 
rate at which demand was expanded. Since 
orchards do not yield substantial crops until 
5 to 8 years after planting, the expectation 
of expansibility of demand seems to have 
been projected at least that far into the 
future. 

Prices per carload may easily be calcu- 
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California Fruit Growers Exchange Annual Sales of Oranges, Grapefruit, and Lemons in thousands of cars 


FIGURE 1 


CALIFORNIA FRUIT GROWERS EXCHANGE AND ITS PREDECESSOR 
Annual Sales of Oranges, Grapefruit, and Lemons 


(Value f.o.b. cars in California) 


Season Sales Value Season Sales Value 
Ending} (000 Omitted) ‘Cars Ending? (000 Omitted) 


1903 $ 4,498 9,621 1928 $ 96,582 
1904 5,063 13,272 89,759 

1905 7,124 14,219 

9,936 12,884 

12,269 16,217 

17,636 

22,954 

19,639 

28,123 

23,648 

12,432 

28,186 

29,812 

29,828 

36,219 

19,214 

33,165 


34,461 101, 141 


1 Fiscal years ending August 31 to 1920-21 season and October 31 thereafter. 


2In addition, 6,202 cars of loose fruit were shipped, fruit which was below grade because of the heavy 
freeze of 1937. 


Source: R. M. MacCurdy, The History of the California Fruit Growers Exchange (Los Angeles, 1925), 
p. 70, and Annual Reports of the General Manager of the California Fruit Growers Exchange for 1925-1945. 
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lated. These also show an upward trend. 
However, when they are adjusted by the 
B. L. S. Index of Whelesale Food Prices the 
resulting figures in constant dollars show 
little change relative to food prices in gen- 
eral. This is borne out by the data presented 
in Figure 2, where the adjusted prices hover 
closely around the base line with only a 
slight tendency to rise. 

In Figure 2, data for only three years out 
of each five are presented in order to make 
the graph easier to read. Since the purpose 
of this analysis is to aid understanding 
rather than to give definitive proof, this 
treatment seems appropriate. Full-series 
data were used, however, to calculate both 
the trend in carload sales and the year-to- 
year changes in quantities and prices men- 
tioned below. 

The fact that adjusted prices did not rise 
appreciably during the period leads to two 
inferences of economic importance: 

(a) There was no organized restriction of 
supply or monopolistic influence which op- 
erated during the period. 

(b) The rate of return on capital invested 
in new orchards did not rise. 

The year-to-year fluctuations in carload 
sales relative to the trend and in adjusted 
prices were nearly always in opposite direc- 
tions. This is in line, of course, with the ac- 
cepted “law of demand” found in economics 
text books. The degree of change in sales 
relative to that in prices gives an indication 
or estimate of the elasticity of demand dur- 


ing the period. Since elasticity of demand 
involves a comparison of percentage 
changes, these were calculated on a year-to- 
year basis for each series, i.e., the adjusted 
price series and the departures of the car- 
load sales figures from the long-time trends. 
In order to put the data into comparable 
magnitudes, each series was converted into 
relatives of its 1908-12 average. 

After these several calculations were 
made, the average change from year to year 
in adjusted prices was 24.3 per cent, while 
that in carload sales was 22.5 per cent. Ap- 
parently the average elasticity of demand 
for the products of this organization has 
been slightly less than unity. In other words, 
a 10 per cent change in supply might be ex- 
pected to result in about an 11 per cent 
change in average price. 

Care must be exercised in the use of this 
concept. Actually, of course, no historical 
study of price-quantity relationships indi- 
cates precisely the effect of an instantane- 
ous change in either variable. Moreover, 
the historical movements are not “infini- 
tesimal.” Probably the use of multiple cor- 
relation analysis, which would remove the 
effects of other variables through time, 
would permit a closer estimate of elasticity. 
Such an analysis in this case might include, 
for example, the quantities of citrus fruits 
offered by other sellers, supplies and prices 
of closely competing foods, and the level of 
disposable personal income. The compari- 
son does show, however, the average effect 


Year-to-Year Fluctuations in Constant-Dollar Prices and Sales Relative to Trend 1908-12 Average = 100 


Price 


Sales 


! 
1925 1930 1935 1940 1945 


FIGURE 2 


= 


lw 


pene 
220 
ee 180 . 
160 
140 
60 / / 
20 
a 1905 1910 1915 1920 
= 


THE FORUM 


71 


on price which accompanied the actual 
changes in supply. 

It is interesting to note that the degree 
of elasticity indicated is greater than that 
commonly expected for agricultural prod- 
ucts. This is in accord with economic theory 
and illustrates monopolistic competition or 
oligopoly, since the quantity of a somewhat 
differentiated product offered by this seller 
is an important part of the total supply. (It 
differs, however, from the usual cases of 
oligopoly in that the sales agency has little 
or no control over supply.) The theory holds 
that in such cases the demand for the prod- 
uct of the individual seller is more elastic 
than that for the total or generic supply. 


ERSONAL experience is a most effective 
Pender in resolving the problem of 
which code scheme will offer the most satis- 
factory method of classifying and quantify- 
ing data. Observing the experience of 
others, when available, and applying it is 
usually much less time consuming and ex- 
pensive. However, when the code scheme 
used in the Modern Medicine Physician 
Panel was being established, a search of the 
literature revealed that only experiences 
with closed code schemes were cited. ‘There 
were no statements which would indicate 
that this type of coding possessed elements 
that were unsatisfactory. Several hints were 
evident in some of the surveys, but this 
writer was not astute enough to interpret 
them and take advantage of their implica- 
tions. Therefore, this case report may be of 
assistance to others faced with a similar 
problem. While it deals with an experience 
in a closed code scheme and is a special ap- 
plication of the open-end procedure, the 
principles can be applied to any problem 
where a large number of new items are 
constantly appearing, as, for example, in 
store audits or inventory work. 

The Modern Medicine Physician Panel 
is a  doctor-patient-treatment reporting 
study which has been in operation since 


This analysis is not intended to be a de- 
finitive study either of the citrus industry or 
of the California Fruit Growers Exchange. 
If it were, additional corrections in the data 
would be needed, and probably it would 
be desirable to undertake a multiple cor- 
relation analysis. Our purpose here is much 
more modest than an empirical analysis of 
a business. It is, rather, to illustrate some 
of the ways in which reasonably concrete 
and reliable data from the operations of in- 
dividual firms may be viewed in relation 
to simple economic concepts, while the con- 
cepts are tested and made realistic thereby. 


ROLAND S. VAILE 
University of Minnesota 


i/CLOSED VERSUS OPEN-END CODE SCHEMES 


June 1951. The several hundred members 
of this highly stratified panel make a one- 
week diary report four times a year cover- 
ing every patient visit. The patients re- 
ported upon are identified only by age and 
sex. The place of the call (office, hospital 
or patient’s home) is indicated. The reason 
for seeing the patient, or the diagnosis, is 
given together with the drugs prescribed 
and the type of treatment which is recom- 
mended. 

Each panel member submits his report 
on a specially prepared form. To insure 
proper classification of the data, uniform 
definitions and systems have been adopted. 
All diagnoses are reported according to the 
system established in the “Manual of the 
International Statistical Classification of 
Diseases, Injuries and Causes of Death” as 
prepared by the World Health Organiza- 
tion. 

The diagnosis code scheme given in the 


oF The purpose of maintaining continuing data on 


patient visits of a representative sample of U. S. 
physicians is to provide morbidity and treatment 
information which can be drawn upon to help 
answer the very many questions which the medical 
profession and pharmaceutical manufacturers ask 
us about patients, their condition, treatment 
methods, etc. 


| 
ic 
; 
adh 
’ 


72 


THE JOURNAL OF MARKETING 


Manual is a 3-digit code, and the numbering 
system has been designed as a closed system. 
The third digit under each broad group 
begins with o and continues consecutively 
for the number of categories in that group. 
In many instances, the first two digits of the 
three digit number designate significant 
groups. The third digit divides each group 
into categories which represent specific dis- 
eases or a Classification of the disease or con- 
dition as shown below. 


300-309 Psychoses 
300 Schizophrenic disorders (dementia 
praecox) 
301 Maniac-depressive reaction 
302 Involutional melancholia 
303 Paranoia and paranoid states 
304 Senile psychosis 


In this closed coding system, no additional 
three digit categories can be introduced in 
the classification except when the list is re- 
vised by international agreement. 

The closed coding system provides an ex- 
cellent method of classification which is fun- 
damental to a quantitative study and basic 
to scientific generalization. Once it is se- 
lected, however, changes or additions, be- 
yond the numbers left open, cannot be made 
until a general revision is undertaken. 

One of the first hints that a closed code 
had limitations, which would make it un- 
satisfactory for a growing list of data, ap- 
peared in connection with an effort to ex- 
pand the section of the International code 
dealing with conditions resulting from In- 
juries, Poisoning and other External Causes. 
These are classified according to both the 
external circumstances giving rise to the 
injury and the nature of the injury. The 
code numbers 800-999 have been assigned to 
both classifications, but the letter E is pre- 
fixed to the external cause classification and 
the letter N is prefixed to the classification 
based on the nature of the injury. This pro- 
cedure tends to expand the closed code sys- 
tem, but it results in the use of duplicate 
numbers. 

The next hint was given in The Prescrip- 


tion Study of the Pharmaceutical Survey.? 
In this study, more data appeared than 
could be included in a three-digit code. 
Therefore, the letter M was used for 1000, 
and Mi indicated 1001, or the numeral 
followed by a capital letter e.g. 58A was 
used. A number of variations, such as these, 
are possible but once assigned are fixed and 
cannot be expanded if more data appears 
than can be handled. The Prescription Sur- 
vey of Abbott Laboratories involves a closed 
code scheme.’ In cases where new drugs are 
used, previously listed drugs having the 
lowest frequency are dropped into an “All 
Other” classification to make room for the 
new drugs. 

These hints did make an impression. At 
the inception of the Modern Medicine 
Physician Panel considerable thought was 
given to the formulation of a medical treat- 
ment code. Since a three-digit closed code 
was too limited, a four-digit code was 
adopted. This gave us 9999 numbers to 
cover all treatments including drugs, sur- 
gery, physical medicine, and other treat- 
ment. Thus far, 8000 members have been 
sufficient for our purposes. 

Because all of the code schemes reported 
in the literature were of the closed variety, 
and the Physician Panel data were in many 
respects similar to the surveys noted above, 
it was assumed that a closed code would 
be satisfactory for our needs. A careful re- 
view of the several drug reference books 
provided an alphabetic-numeric listing of 
therapeutic treatments. The code scheme 
which we adopted assigned a definite series 
of numbers to each basic, alphabetic head- 
ing. We left what was thought to be suffi- 
cient open numbers to cover new forms of 
treatment which might be reported by panel 
members. 

A quarterly panel report contains data 
for approximately 30,000 patient visits, each 
of which is put on a separate IBM card. Be- 
fore the coding of the first report had pro- 

* The Prescription Study of the Pharmaceutical 
Survey, Monograph No. 2, J. Solon Mordell, Ameri- 
can Council on Education, July, 1948. 

* Personal Communication, David Stiles, Director, 


Economic Research Department, Abbott Labora- 
tories. 
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gressed to the half-way mark, many of the 
open numbers in certain alphabetic classi- 
fications had been used. Consequently, a 
treatment given under one alphabetic-nu- 
meric classification had to be assigned to 
another unrelated heading where there was 
room to include it. It was at best a makeshift 
code scheme and therefore began to break 
down. It was usable, but quite inconvenient. 

Immediately after the first quarterly re- 
port was finished, the code scheme was re- 
vised. Some of the inevitable duplications 
were eliminated, and more numbers were 
made available. This meant that the first 
30,000 cards had one coding and the second 
set had a totally different one. Very little 
difficulty was experienced with the revised 
code in the second quarterly report. This 
did not hold true for the following quarter, 
however, so still another revision was made. 
We now had to deal with three codes. 

Sorting, tabulating and decoding had 
now become very time consuming and ex- 
pensive. Another code was needed which 
could be applied to all cards. This code had 
to provide for possible new treatments and 
also had to retain all of the present informa- 
tion in a classifiable order. This resulted in 
the development of an open-end code.* 

In the open-end code little attention is 
paid to the alphabetic-numeric categories. 
Every new item is given a consecutive num- 
ber as it is added to the list. A surgical pro- 
cedure could be assigned 0001, a drug such 
as a particular brand of sedative, ooo. 
These numbers have now been extended to 
7765, which encompasses all treatments re- 
ported. 

The classification of the data is accom- 
plished by an additional code scheme. For 
instance, a treatment for Arthritis (722) re- 
ported by a panel member is “Arthotabs” 
(4055). Both the number and name of the 
treatment are punched into the card. The 
therapeutic field code in this case is “A,” 
for analgesics-antipyretics, and this is also 


‘Invaluable assistance in the development of this 
code scheme was given by Richard Hull, Tom Davis, 
and Henry Musser of Smith, Kline & French Lab- 
oratories, Philadelphia, Pa.; and Henry Leary, 
IBM Service Department, Minneapolis, Minnesota. 


punched into the card. Extra columns are 
used where the treatment has a multiple 
classification. 

For coding the treatment when a new 
quarterly report arrives, two tapes are pro- 
vided in book form for the coders. One 
shows the code scheme in numerical order 
0001 to 7765 with the alphabetic at ran- 
dom; the other is purely alphabetic, with 
the numeric at random. The respective ther- 
apeutic code is shown alongside each treat- 
ment. 

With the adoption of the open-end code 
scheme came the major task of transferring 
the information on all of the detail cards to 
new cards and the substitution of the new 
code numbers. This required a complicated 
flow chart. Master cards with both the old 
and new codes were punched for all treat- 
ments. All cards had to be sorted and 
matched to the master cards and new detail 
cards punched.® 

In the light of our experience with both 

code schemes, the open-end code has been 
found to possess the very desirable advan- 
tage of flexibility with respect to additions. 
In the January 1953 report, for example, 
over 700 new treatments were included, by 
simply adding them and assigning consecu- 
tive numbers to them together with the 
proper therapeutic code classification. The 
classifications by therapeutic types are just 
as accessible as in the closed code. Alpha- 
betic classifications are obtained by simple 
sorting. An alphabetic listing is made when- 
ever any additions have been made. This is 
necessary in order that the coders may be 
able to find the specific treatment together 
with its code number and therapeutic classi- 
fication when coding panel members’ re- 
ports. The complete name of each treatment 
can be listed on the printed tapes of tabula- 
tions, thus requiring no decoding. A bonus 
feature in the changeover was the correction 
of previous coding and punching errors. As 
the cards were rejected for errors, these were 
checked against the original panel member 
reports and the corrections made. 


* The author will be glad to discuss any phase of 
this changeover with researchers who are interested 
and provide flow charts, master cards, etc. 
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A disadvantage of an open code, if it 
might properly be called one, is that one 
drug in a particular therapeutic classifica- 
tion may have an assigned number of 0051, 
while another drug in the same classifica- 
tion (perhaps a newly discovered treatment) 
may be 6781. It can hardly be called a real 
disadvantage, for with the open-end code no 
attention is paid to therapeutic classification 
in assigning numbers. The grouping is ac- 
complished by the therapeutic classification 
code in the adjoining columns. 

To those who are accustomed to a neatly 
grouped set of numbers as used in the In- 
ternational Statistical code, it may be a dis- 
tinct shock to see instead, a set of numbers 
at random. If the open code were used, each 
treatment would also carry a classification 
code number, which would provide the 


diagnosis type. There would be no limita- 
tion other than the need to agree on an 
addition, and any number of additions 
could be made in each group. The major 
limitation of the closed code scheme is thus 
removed. 

While the particular problem cited here 
is in the medical and pharmaceutical fields, 
the principle is applicable to any field where 
all possible classifications of the data can- 
not be known. This is true of any type of 
information which is dynamic or expanding 
in scope. The closed code, under such cir- 
cumstances, tends to be inadequate and 
contributes to the loss of important data 
under the catch-all heading of “all other.” 


ALFRED W. HUBBARD 


Modern Medicine Publications 
Minneapolis 


INTERVIEWER-APPEARANCE STEREOTYPES 
AS A POSSIBLE SOURCE OF BIAS 


HE ways in which field interviewers may 
bias into survey results has 
long been a subject of critical interest to 
market researchers. Recognition of some of 
the common ways in which bias can be intro- 
duced has brought about changes and mod- 
ifications in basic survey design as well as in 
the extent and type of training given field 
interviewers. 

A recent survey conducted by S-D Surveys, 
the field organization affiliated with Stewart, 
Dougall & Associates, seems to indicate the 
existence of a bias which to all intents and 
purposes is not subject to control by the in- 
terviewers themselves; it can only be con- 


trolled through selection of interviewers. . 


This factor may be called “the bias of inter- 
viewer appearance.” 

Naturally, appearance has long been rec- 
ognized as an important criterion in the se- 
lection of interviewers, but primarily in 
terms of a generally pleasant, neat appear- 
ance. It would appear that in some instances, 
interviewers may affect survey results by hav- 


ing an appearance which seems to indicate a 
certain attitude, although this attitude may 
not, in fact, be part of the makeup of the 
particular interviewer. 

The survey which dramatized this hypoth- 
esis had as one of its objectives, the deter- 
mination of the incidence of use of a contro- 
versial product, hard liquor. As part of the 
process of screening interviewers, an effort 
was made to exclude interviewers who had 
strong personal feelings either pro or con 
with respect to the use of this product. Nev- 
ertheless, the results of a limited pilot test 
indicated variations in incidence of liquor 
use which were not readily explainable in 
terms of the characteristics of the popula- 
tion groups represented. 

Six interviewers plus a thoroughly quali- 
fied field supervisor were assigned the pilot 
study. The work of five of the interviewers, 
including the supervisor, indicated an inci- 
dence of liquor use of more than 50 per cent; 
the work of two interviewers indicated an in- 
cidence of considerably less than 50 per cent. 
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After checking the characteristics of the 
respondents interviewed by each inter- 
viewer, and finding no differences significant 
enough to account for the difference in in- 
cidence, a subjective check was made with 
the field supervisor. There was clear-cut evi- 
dence, both from observation in the field 
and from editing the questionnaires, that 
the interviewing had been done according 
to the field instructions. The answer, ap- 
parently, did not lie in faulty field work. 
However, a description of the appearance 
of the two interviewers whose work was at 
variance with the rest indicated that they 
conformed to the popular stereotypes of 
people who oppose the use of liquor. This 
was not true of the other interviewers. 

This finding led to the formulation of an 
hypothesis. These particular interviewers 
were biasing results, by virtue of their physi- 
cal appearance, because respondents reacted 
to them as stereotypes of people holding 
strong anti-liquor feelings. In some cases, 
possibly where guilt about taking a drink 
was dormant in the respondent, the appear- 
ance of the interviewer was sufficient to pro- 
duce a cover-up response. 

Needless to say, this finding in the pilot 
work led to carefu) screening of the field in- 
terviewers employed on the full-scale sur- 
vey. Consequently, this apparent source of 
bias was eliminated. 

It is recognized that the evidence thus far 
available on appearance-stereotypes as a 


source of bias is insufficient to establish 
clear-cut relationships. Nevertheless, even 
without definitive proof, the possibility that 
such biases exist has implications not only 
with respect to controversial products, opin- 
ions and attitudes, but also with respect to 
relatively non-controversial products and 
subjects. Products such as cigarettes, cos- 
metics, soft drinks, coffee, etc. may fall in the 
area where interviewer-appearance may 
have a decided effect. For instance, the art- 
fulness of a female interviewer’s makeup, or 
the lack of it, may affect the answers given by 
women on a makeup survey. 

Also, should stereotypes of members of 
political parties exist among certain ele- 
ments of the population or in certain geogra- 
phical areas, pre-election polls and other 
public opinion surveys might be affected. 
Studies of leisure time activities might be in- 
fluenced by interviewers who look “ath- 
letic,” “intellectual,” etc. 

In summary, this survey indicates the pos- 
sible existence of a bias due to interviewer 
appearance. In surveys dealing with rela- 
tively controversial subjects or products, or 
with subjects or products around which 
stereotypes have arisen, field interviewers 
might well be screened to eliminate those 
whose appearance resembles the stereotypes. 


FLORENCE R. SKELLY 


Stewart, Dougall & Associates, Inc. 
New York City 


A CONVENIENT RECORDING MATRIX FOR 
PLANNING THE TABULATION SCHEDULE 


HE sample matrix shown on page 76 is a 
convenient, and _ systematic 
method of planning a questionnaire tabula- 
tion schedule, and recording it for future 
reference. 

In a typical market survey questionnaire, 
there may be 40 or more variables which will 
be tabulated eventually for the final report. 
Examples of such variables include classifi- 
cation data such as geographic area, city size, 


respondent’s age, income, education, family 
size, occupation, ownership of TV, etc. and 
responses to specific questions about buying 
habits and motivations including amount of 
product purchased, size of purchase units, 
frequency of purchase, package preferences, 
brand constancy, reasons for brand prefer- 
ence, the influence of various family mem- 
bers upon brand selection, etc. 

In order to get maximum information 
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. Geographic Area 
. City Size 
. Family Size 


wn 


. Age of Respondent 


. Income 


. Education 


- Occupation 


. TV Ownership 


+ 


. Brands Usually Bought 


. Frequency of Purchase 


. Unit Sizes Purchased 


. Number of Units Purchased at a Time 


13. Purchase Volume 


14. Reasons for Brand Preference 


15. Who Influences 


1 


17 


16. Where Purchased 


17. How Used 


18. Package Preference 


19. Reasons for Package Preference 


f+ 


2 


[4+] 


20. Length of Use 


21. Brand Formerly Used 


+} 


22. Reasons for Switching 


from the survey, many cross-tabulations are 
usually planned. For example, the re- 
searcher may want to cross-tabulate amount 
purchased by age, income, and many other 
variables. The total number of possible 
cross-tabulations in a 40-variable question- 
naire is more than 700, but the number of 
useful, information-yielding tables will al- 
ways be far smaller. 

In the sample matrix, a plus sign indicates 
that the cross-tabulation will be made; a 
minus sign indicates that it will not be 
made; a question mark indicates that the 
run will not be made at this time, although 
it may be called for later. The total number 
of plus marks gives the number of runs re- 


quired and is helpful in estimating tabula- 
tion time and costs. The initial schedule can 
be changed, of course. Inspection of the 
classification breaks may suggest additional 
tabulations which should be added to the 
schedule. 

The matrix device is of maximum value 
when it is used before the questionnaire is 
put into the hands of the interviewers, since 
this planning step may serve to point up 
weaknesses or omissions in the questionnaire 
at a time when they can still be corrected. 


Dik WARREN TWEDT 


Needham, Louis & Brorby, Inc. 
Chicago 
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Research in Marketing 


DAVID A. REVZAN, Editor 


Editorial Staff: Seymour Banks, Leo Burnett Company, Inc.; Ropert BARTELS, Ohio State 
University; Epna Douctas, Iowa State College; Rosert J. HoLLoway, University of Minne- 
sota; CHARLEs H. Sevin, Department of Commerce. Initials of staff members, in brack- 
ets following subject headings, identify the reviewers of the individual items. 


[Editor's note: Beginning with this issue, a 
new subject matter classification is introduced. 
An asterisk (*) after a subject matter heading 
indicates an addition to the previous classifi- 
cation. D. A. R.] 


List OF GENERAL HEADINGS 

1. Advertising 

2. Area Analysis* 

2A. Retail Trading Areas* 
2B. Wholesale Trading Areas* 
2C. Interregional Trade* 

. Bibliographies* 

. Buying and Purchasing* 

. Communication and Market News* 

. Costs and Efficiency 

. Customer Analysis 

7A. Business Customers* 
7B. Ultimate Consumers 

8. Financing 

g. Foreign Marketing (including Marketing by 
Domestic Firms in Foreign Countries, and 
International Trade) 

10. General Marketing Studies* 

11. Government Regulation 

12. History and Trends* 

13. Integration* 

14. Managerial Control (including Accounting 
Control, Inventory Control, Statistical Con- 
trol)* 

15. Managerial Organization of Marketing Ac- 
tivities* 

16. Marketing of Specific Goods and Services 
i6A. Agricultural Goods and Raw Materials 
16B. Industrial Goods 
16C. Manufactured Consumers’ Goods 
16D. Services 

17. Merchandising* 

18. Prices and Price Policies 

19. Related Subject Matter Fields* 

20. Research and Research Techniques 

21. Retailing 

22. Risk* 
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23. Sales Management (including Salesmanship) 

24. Sales and Economic Forecasts* 

25. Standardization and Grading* 

26. Statistical Data (including Sources, Types, 
Revisions and New Series) 

27. Storage 

28. Teaching of Marketing* 

29. Theory of Marketing (including Competi- 
tion) 

30. Transfer of Legal Possession* 

31. Transportation 

32. Wholesaling 

33- Unclassified 


1. ADVERTISING 


1.1 Ad Prosects: Rosy or Just Laggard? Business 
Week, February 13, 1954, pp- 42-47. [S.B.] 
Advertising men too are asking themselves 
the universal question: Will 1954 be the year of 
the downturn? In 1953, advertisers stepped up 
their spending as retail sales slacked off. What 
this means depends upon where you sit. The 
bears say that advertising movements have al- 
ways lagged behind sales moments and 1954 
will see advertising follow sales down or, at the 
least, level off. The bulls argue that we are 
experiencing a changing relationship between 
advertising and sales. A study of the American 
Assn. of Advertising Agencies (the 4A’s) indicates 
that during the 20-year period prior to the war, 
advertising averaged 3 per cent of GNP. During 
the war, it plummeted to 1.4 per cent. Since 
then, it has been climbing slowly; 2 per cent in 
1950; 2.1 per cent in 1952; and 2.5 per cent in 
1953- The 4A’s look for a resumption of the pre- 
war pattern. 

The pictures for the individual media are 
clearer. Network radio showed a 1.8 per cent 
drop in revenue during 1953, TV’s first year of 
truly national operation. Magazines in general 
did fairly well but the gain was largely on rate 
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increases rather than on increased linage. The 
only type of magazine with substantial sales 
gains were women’s home service magzzines; 
farm magazines and general monthlies just 
barely passed their 1953 levels. Magazine gains 
are quite vulnerable because of the beginning 
of a strong shift of toiletries and drug advertis- 
ing, long a forte of magazines into TV. Also, 
1953 Magazine advertising was supported 
strongly by automotive advertising. This same 
support turned newspaper linage up for the first 
time in three years. The question is how long 
Detroit will keep up this level of spending. 
Traditionally, automoble advertising budgets 
are based upon output—if output goes down, so 
will advertising. 


1.2 New P.I. Advertising Index. Printers’ Ink, 
March 19, 1954, Pp. 94-97. [S.B.} 

Printers’ Ink has revised its old National Ad- 
vertising Index by shifting its base to the new 
period used by the Federal government (1947- 
1949=100) plus a new method of computing 
annual indices monthly. The adjustments of 
radio and television advertising to account for 
both network and spot activity have been 
eliminated. It was found unworkable to make a 
sound adjustment of network advertising to in- 
clude a figure for spot expenditures so the latter 
is now unreported. 

The new index is credited primarily to Robert 
J. Coen of McCann-Erickson; this agency has 
maintained this fine service to the industry since 
Dr. L. D. H. Weld started in 1935. 


1.3 11% Gain in 4 Media in ’53. Printers’ Ink, 
March 5, 1954, pp- 38-39. [s.B.] 

National advertising in four media—maga- 
zines, newspaper supplements, network radio 
and network television—topped a billion dollars 
for the first time in 1953, setting a new record for 
the fourth year in a row. Ninety per cent of the 
1952-53 gain was achieved by magazines and 
television. These two media showed almost 
identical dollar gains, about 46.5 million; in per- 
centage terms network TV gained at a rate of 26 
per cent of its 1952 level, while magazines showed 
a gain of 7.7 per cent. Expenditures in network 
radio showed a drop of $3 million, the only loss. 

Between 1949 and 1953, expenditures in 
broadcast media nearly doubled; as a result 
their combined share of the national advertising 
in these four media rose from 28 per cent to 37 
per cent. The gain is due to TV which went from 
$12.3 million in 1949 to $227.6 million in 1953. 


These listed expenditures are only for time or 
space. When one adds talent charges for the 
broadcasting media, they are probably now ac- 
counting for one-half of the national advertising 
expenditures in these four major media. 

The article also contains a breakdown of the 
advertising expenditures of the top 100 adver- 
tisers in 1953 in the four media. 


1.4 Television Advertising Today. Printers’ Ink, 
January 29, 1954, pp. 57-84. [s.B.] 

Published as the commercial medium of TV is 
five years old, this article is one of a series of 
Printers’ Ink studies on various media. After a 
brief description of the roles of advertisers, 
agencies, networks and stations in television, the 
article presents brief essays on the following sub- 
jects: syndicated films and re-runs of filmed pro- 
grams (sometimes using a different name); color 
TV; a map of U.S. TV stations both VHF 
(channels 2 through 13) and UHF (14 and up) as 
of April 15, 1954, arranged by states and cities; 
the future of UHF—brightest in new TV mar- 
kets, poorest in markets where more than one 
VHF station has been operating for some time, 
which means UHF will be largely a secondary 
market medium. 


1.5 TV: Rainbow’s End is Still Far Off. Busi- 
ness Week, February 20, 1954, pp. 41-52. 
[s.B.] 


The TV industry hears a lot of moaning from 
station licensees and applicants these days, but 
these are regarded as growing pains, not as an 
indication of a crisis. Overall, it expects 1954 to 
be better than ever. However, the end of the 
rainbow is still far off—profits are hard to come 
by, especially in the first year of station opera- 
tion. Competition between stations is rough and 
getting rougher. The FCC has made provisions 
for 2000 plus TV stations through the country: 
there are now about 360 on the air and some 
broadcasters put the economically feasible ceiling 
at 750. For smaller communities, the answer may 
be booster-type operations or community anten- 


nae rather than their own stations. 


By all counts, UHF is the problem child of the 
industry: it gets along fine when it’s the only 
station that can reach an area but when it tries 
to crash an established VHF market, it hits a 
stone wall. The real trouble is that VHF got 
there first with ‘the most. To help UHF, FCC is 
considering right now a proposal to allow a net- 
work to own two UHF stations in addition to 
the five VHF stations already permitted. 
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The article concludes with an interesting case- 
history of the operations of WOOD-TV, 
Grand Rapids, Michigan which is trying to both 
serve its community’s needs and to make profits 
besides. 


2A. AREA ANALYSIS: RETAIL TRADING 
AREAS 


2A.1 Retail Trade Area Analysis, by I. V. Fine. 
(Madison: University of Wisconsin Bu- 
reau of Business Research and Service, 
1954. Pp. 46. $1.15.) [Oscar R. Goodman, 
Washington State College]. 


This publication was written for the purpose 
of aiding operators of small businesses and Cham- 
bers of Commerce in small and medium-sized 
communities in making a study and analysis of 
their trading areas. The avowed aim of Dr. Fine 
was to set forth the various techniques of meas- 
urements and evaluation in such manner as to 
permit their ready adaption and application by 
the non-professional market researcher. 

To a considerable extent, the various recom- 
mended procedures for different phases of retail 
trade area analysis are based on the experience 
obtained by the Bureau of Research and Service 
of the University of Wisconsin in cooperating 
with communities in Wisconsin which have con- 
ducted such surveys during the past five years. 
Dr. Fine is Assistant Professor of Marketing in 
the University of Wisconsin School of Commerce. 

The study emphasizes the dominant theme 
that a retail trade area survey is not an end but 
rather a means to an end and stresses that the 
main objective of the communities using the 
service should be the improvement of the retail 
services and facilities in the community. Excel- 
lent suggestions for a follow-up program which 
can be utilized after a survey has been conducted 
are included in the last chapter. 

A brief summary description and evaluation 
is made of the more popular types of retail trade 
area survey methods such as utilizing newspaper 
circulation zones, the law of retail gravitation de- 
lineation, automobile license plate analysis, 
credit record analysis, retailer determined de- 
lineation, and consumer surveys. 

Following this review is a discussion of a rec- 
ommended technique for a group of retailers 
in a small town or city who want to study their 
trading area. Dr. Fine suggests that every retail 
trade area study should include a consumer sur- 
vey as it is advocated as the most accurate and 


most desirable method of analyzing the retail 
trading area. In addition, depending on the 
scope of the program and the money available, 
one or more of the other retail trade area survey 
methods may be utilized. The consumer survey 
method is advocated since, with its use, one is 
enabled to establish not only the exact outlines 
of the retail trade area but also to determine 
from the replies why the consumers do or do not 
trade in the trading center. 


The method of planning and executing a con- | 


sumer survey is carefully explained and a sample 
questionnaire, covering letter, and promotion 
suggestions are included adding much to the ef- 
fectiveness of the monograph. 

The writing style is pleasant, very readable, 
and comprehensible. It is not intended to be, 
and is not, a scholarly review of retail trade area 
theory. Dr. Fine has admirably condensed into a 
relatively short presentation an action analysis 
of retail trade area study which will be of great 
value to merchants in small towns and cities. 
throughout the country. 


2C. AREA ANALYSIS: INTERREGIONAL 
TRADE 


2C.1 Location Theory and International and 
Interregional Trade Theory. Walter 
Isard and Merton J. Peck, The Quarterly 
Journal of Economics, February, 1954, 
PPp- 97-114. [E.p.] 

Weber, Ohlin, Furlan, Englander, Weigmann, 
Predéhl, and Lésch have contended that trade 
theory and location theory are interrelated. 
Empirical data on commodity flows over distance 
substantiate this conclusion and demonstrate 
that distance produces friction in trade, even 
though it is recognized that other variables are 
also important in trade analysis. 

Through the extension of both location theory 
and long-run trade theory (the Graham variety), 
it is possible to effect a fusion of the two by the 
use of concepts of distance inputs, transport 
orientation, and opportunity costs. This is illus- 
trated by a hypothetical case involving three 
countries, three commodities, three series of 
cost data, and corresponding sets of transport 
costs. By this fusion, it is possible to show the 
effect of a change in transportation costs upon 
the geographic structure of industry, the com- 
position of trade, and exchange values. It is now 
possible to employ practically all location doc- 
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trine, such as labor orientation, power orienta- 
tion, and agglomeration, in trade theory; and 
propositions of trade theory can now be utilized 
in location theory. 

A second paper, to appear in the May, 1954, 
issue of the same journal, will treat the interre- 
lations of location theory and short-run trade 
theory. 


3. BIBLIOGRAPHIES 


3.1 Current Sources of Information for Mar- 
ket Research. Nathalie D. Frank, Geyer 
Advertising, Inc., 745 Fifth Avenue, New 
York 22, New York, 1954, 29 pp. [R.J.H.] 


Always welcome is a new selected and an- 
notated bibliography on market research infor- 
mation. Titles are classified by subject. The 
coverage is broad, from orientation material to 
current statistical data sources. 


4. BUYING AND PURCHASING 


4.1 1954 Business Problem: Big Pile-Up of 
Goods. U.S. News & World Report, Feb- 
ruary 26, 1954, pp. 77-81. [s.B.] 
Storekeepers started 1954 with enough goods 
to supply consumers for 50 days at the current 
rate of sales, up 4 days of supply compared to 
the start of 1953. The same picture was true all 
the way up the distribution pipe-lines: whole- 
salers had 38 days of supply as of Jan. 1, 1954, 2 
days up over their 1953 stock; manufacturers had 
59 days of supply on Jan. 1, 1954, four days more 
than the year before. These 1954 levels of inven- 
tory, in terms of days’ sales they represent, were 
heavier in fact than they were in early 1949 
which produced a neat little recession due to 
businessmen’s cutting orders with great vigor. 
The manufacturers of durable goods have 
been hardest hit, particularly washing machines, 
electric ranges, refrigerators and TV sets, al- 
though freezers, ironers and driers have moved 
well. Farm-equipment manufacturers also have 
trouble with inventories despite sharp cuts in 
production. Makers of non-durables, in general, 
seem to have lightened their stocks in relation to 
sales. However, factory inventories of textiles, 
clothing and shoes show some up-turn. 
Retailers, as a group, did a little better than 
manufacturers in lightening their inventories 
toward the end of 1953. But here again, the im- 


provement was confined largely to stores han- 
dling non-durables. 

Bankers and businessmen are apparently un- 
worried by the increase in inventories—they’re 
counting on a fairly steady volume of business 
throughout the year. Given steady sales and in- 
ventories being pared down at the rate of a 
billion a quarter, as in Oct.-Dec., 1953, produc- 
tion the rest of this year will not be affected 
much. Output already is down slightly more than 
enough to allow for adjustment on this scale. 


5. COMMUNICATION AND MARKET 
NEWS 


5.1 Feeding Advice to Hungry Customers. Busi- 
ness Week, March 20, 1954, pp. 144-148. 
[s.B.] 


Consumer Reports, the buyer’s aid in hard 
times, has had a spectacular circulation climb 
during the post-war boom—its circulation has 
grown by 13 times since 1944. Its readers are 
better educated and better fixed financially than 
the average U.S. customer. This is somewhat 
ironical since this was not Consumer Union's 
original target when it was born in the days of 
the Great Depression of the ’g0’s. 

CU has changed, a lot of the early crusading 
zeal has faded although tart editorials still pep- 
per its pages. Instead of telling its readers to 
brush their teeth with salt, it checks the brand 
toothpastes on the market. However, it is now 
expanding, convinced that customers want its 
type of operation. 

Industry too is changing in their attitude to- 
ward CU, although they still tend to pooh-pooh 
their techniques and findings. Almost half of 40 
companies interviewed on this subject say they 
sometimes make changes when a bad rating 
shows up. Retail clerks however just love to pro- 
mote an item that gets a “Best Buy” rating. 


6. COSTS AND EFFICIENCY 


6.1 How Much Does It Cost to Hire Salesmen? 
Jesse S. Nirenberg, Printers’ Ink, Febru- 
ary 19, 1954, pp. 43-45. [S.B.] 

On the basis of a survey among 14 companies, 
Dr. Nirenberg concludes that the average cost of 
hiring a successful salesman is $5,42g—a success- 
ful salesman is defined as one who stays at least 
one year with the company. The three biggest 
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expenses are amortization of cost of the failures, 
the unearned portion of the salesman’s pay and 
training—together, these costs come to more than 
$5,000 or 92 per cent of the total. 

Salesman turnover expense by itself amounts 
to 46 per cent of the total—the proportion of 
salesmen leaving the company some time in their 
first year of employment averages 42 per cent, 
with some companies showing termination rates 
over 75 per cent. Compared to the $2,496 cost of 
salesman failures, the cost of $393 for recruiting, 
screening and psychological test is ridiculously 
low. 

To reduce turnover and hence protect the in- 
vestment sunk in a sales force (a sales force of 
200 men represents a hiring investment of over 
a million dollars), the author suggests better 
selection procedures, better and continuous 
training and supervision and better opportuni- 
ties for the salesman to make money—it may be 
the real problem is poor allocation of prospects 
or an inadequate or unfair system of compensa- 
tion. 


6.2 Which Are Sales Department Costs? Print- 
ers’ Ink, February 26, 1954, pp. 37-38. 
[s.B.] 


In order to determine who pays for what, 
Printers’ Ink made a study of sales department 
expenses in a cross-section of companies in a 
wide variety of consumer and industry goods 
fields. Charges are divided into three groups: a 
white list of charges which belong in the sales 
department account; a black list of charges which 
do not; and a gray list of borderline charges 
which may be allocated to the sales department 
or not, depending upon circumstances. 

As examples of the procedure, let us examine 
the breakdown of costs of three functional activi- 
ties, research, delivery and overhead. Research: 
money spent to obtain market data and to in- 
vestigate new markets is a charge that belongs to 
the sales department. Funds for advertising re- 
search are a borderline charge. New product re- 
search is not a charge that should be made 
against the sales department. Delivery: shipping 
costs of samples belong in the sales department 
account. Labor expenses for handling products 
at sales branches is a borderline cost. Truck ex- 
pense does not belong in the sales department 
account. Overhead: shares of rent, light, heat 
belong in the sales department account. Cost of 
return goods is borderline. Damage to goods 
in transit should not be chargeable to the sales 
department. 


7B. CUSTOMER ANALYSIS: ULTIMATE 
CONSUMERS 


7B.1 Consumer Analysis of the St. Paul Market. 
St. Paul Despatch-Pioneer Press, St. Paul, 
Minnesota, 1953, 183 pp. [R.J-H.] 


This is the 8th annual report of consumer 
brand preferences of families located in the St. 
Paul ABC City Zone. St. Paul is one of the nine- 


teen markets included in the “Consolidated 


Consumer Analysis” to be published soon. 


7B.2 Minnesota Homemaker Survey. Minne- 
apolis Star and Tribune, Minneapolis, 
Minnesota, 1953. [R.J-H.] 


This is a home interview study of products and 
appliances on hand and in use in Minnesota 
homes, with particular emphasis on Minneapolis 
and Hennepin County. 


7B.3 1953 Canadian Consumer Survey. Cana- 
dian Daily Newspapers Association, To- 
ronto 1, Canada, 202 pp. $5.00. [R.J.H.] 


This recent report by the Canadian Daily 
Newspapers Association consists of information 
concerning buying habits, buying preferences, 
ownership and age of household appliances, 
automobile data, etc. There were fifty-six Cana- 
dian cities included in the study. It is interesting 
to compare Canadian preferences with the Amer- 
ican preferences. 


7B.4 “Overseas Travel Surveys.” Fortune, Time 
and Life Building, Rockefeller Center, 
New York 20, New York, 1953. [R.J.H.] 


Fortune recently undertook a series of surveys 
designed to ch=-rt the relative importance of the 
various income groups in overseas travel. Nearly 
1,000 travelers of five different lines were con- 
tacted. Nearly ‘half the passengers and nearly 
two-thirds of the total expenditures of the pas- 
sengers came from the four per cent of the 
United States families who have incomes of $10,- 
ooo or better. Approximately one-fourth of the 
passengers and about 42 per cent of the expendi- 
tures came from families earning $20,000 or 
more. It would appear that the overseas travel 
market is still quite selective in nature. Thirty- 
four per cent of the passengers were from 
families earning less than $6,000; these persons 
accounted for twenty per cent of the total ex- 
penditures. 
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7B.5 Asking the Consumer What He Wants. 
Business Week, March 27, 1954, pp. 118- 
120. [s.B.] 


Williamson-Dickie Mfg. Co. states, “The ex- 
perts don’t know what the consumer wants. Only 
the consumer knows.” They have found that 
even in its prosaic line—work clothes—the con- 
sumer has definite likes and dislikes. And right 
now they are making a line they had never con- 
sidered before—casual clothes for men and boys 
because their customers asked for them. 

Scenting out consumer tastes is an old W-D 
tradition. The company runs its business as an 
applied science. Its scientific approach dictates 
rigid formulas for its executive training program, 
sales training, dealer aids, plant operation, and 
personnel. It even has a consulting anthropolo- 
gist. The results are not academic: prewar Wil- 
liamson-Dickie was doing a $2 million business; 
in 1953, it was $18 million. 

Williamson-Dickie uses both surveys and 
panels of employees who test-wear new items, but 
relies more on its own test panels. On the con- 
sumer surveys, W-D has only one word of warn- 
ing: Don’t expect any help from the consumer 
on price. Ask him whether he would spend 50¢ 
more for a certain type of pocket, and he’ll 
either not know or be too proud to say no. 


7B.6 How People Are Using Their Money. 
U.S. News & World Report, March 5, 
1954, Pp. 24-25. [S.B.] 

The way people use their money is undergo- 
ing a slight but possibly critical change: More 
is being saved, less is being spent. There are 
also shifts in the spending pattern—more is go- 
ing for pleasure and personal services, less in 
cars, clothing, food and tobacco. 

Savings and debt payments are now getting 
about 7.7 cents out of each dollar after taxes, 
compared to 6.9 cents at the height of the boom 
and 7.2 cents a year ago. The Treasury is sell- 
ing more of its E and H bonds, bank savings de- 
posits and deposits in savings and loan com- 
panies are up and life insurance sales in Janu- 
ary, 1954, were 10 per cent higher than the same 
month a year before. 

Clothing sales, except for infants’ and chil- 
dren’s wear, are running a little less than last 
year’s. Sales of major appliances have suffered 
a sizeable drop, with smaller appliances bucking 
the general downward trend. Personal services, 
rent and other home-operation costs are taking 
a larger share of the consumer’s income; these 
expenditures, combined, have increased by 5 


billions a year in each of the last two years. 
Overall, it appears that people feel fairly 
well supplied with many costly goods. Some of 
the money not being spent on them is being 
spent instead on recreation, services and hous- 
ing. But the net effect is a dip, but still a slight 
one, in the total amount of consumer spending. 


7B.7 Loyalty Doesn’t Count Much. Business 
Week, January 30, 1954, pp. 50-53. [S.B.] 
A study has been made by Burke Marketing 
Research of Cincinnati on the reasons why re- 
cent purchasers of appliances had chosen the 
make they had bought. The article contains a 
discussion of the factors influencing the pur- 
chases of six appliances; refrigerators, TV sets, 
automatic washers, vacuum cleaners (tank type), 
radios and electric ranges. It’s apparent that the 
influencing factors vary considerably from ap- 
pliance to appliance. But one thing seems clear 
—brand loyalty is low, except in the case of 
electric ranges which is a relatively unsaturated 
market. In cases of replacement of existing 
items, 3 out of 4 housewives switched makes. 
Careful study of the choices for and against 
purchase of particular brands reveals that well- 
established concerns have an edge, particularly 
in the newer products. Generally, the giants are 
pretty sure to be looked at, even though they 
may not make the sale. And they don’t always 
make the sale. Aggressive selling and improved 
features won buyers in the vacuum cleaner field 
for relatively unknown concerns. Just one very 
good feature carried the day in refrigerators 
for a company that would probably rank below 
the very top-notchers. Significantly, the brand 
where the smallest percentage thought they 
would buy the same refrigerator another time 
had the worst score on that single item—features. 
Price apparently enters the picture faster on 
what might be classed the pure luxury items— 
TV and radio. 


7B.8 Sixty-Six Million More Americans. For- 
tune, January 1954, pp. 94-97 ff. [s.B.] 

The U.S. population has been growing 
lately at the rate of 1 person every 12 seconds 
—7000 net gain per day. In fact, the popula- 
tion has gained as much in the past three 
and a half years as it did in the whole decade 
of the 1930’s. This essay studies the effect of 
the present baby boom and attempts to guess 
at what’s coming next. Briefly, it looks like the 
number of annual births and the crude birth 
rate are due for a moderate drop in the next 
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few years. But after this recession lies the pros- 
pect of a second baby boom just as fabulous as 
the one of 1945-55. Incidentally, until the late 
1960’s when the present crop of 33 million chil- 
dren under 10 will enter the labor force, the 
U.S. will have to support an increasingly high 
percentage of dependents—i.e., of the very 
young and the elderly. 

From now on until the late 1960's, perishables, 
soft goods and services may be expected to en- 
large their share of the market at the expense of 
the durables. As the postwar babies grow into 
adolescence, they will require more clothing, 
go to more movies, buy more phonographs and 
athletic equipment. Meanwhile, because of the 
slim crop of 1930 depression babies, the rate of 
household formation will drop. However, by the 
late 1960’s when the progeny of the postwar 
boom start to marry, the durables markets will 
start to boom. 

It has been customary to assume that the 
lower income groups had the higher birth rate. 
As more and more Americans move into the 
middle-income urban brackets, they will more 
and more plan their families. And among the 
planned families, the higher income, the larger 
the family. Census studies in fact show that 
most of the groups that have traditionally had 
the lowest birth rates have been gaining rela- 
tively, narrowing the gap between college gradu- 
ates and grade-school graduates, between white 
and non-whites, etc. A new norm of family size 
has been developing—three or four children. 

The marketing implications of this tendency 
to larger households among middle-income fami- 
lies are rather complex. A few things however 
appear clear; this is intensifying the shift to- 
ward the suburbs and there, a shift toward 
larger homes. 


8. FINANCING 


8.1 The Role of Federal Credit Aids in Resi- 
dential Construction. Leo Grebler. 
Studies in Capital Formation and Financ- 
ing, Occasional Paper 39 (N. Y., National 
Bureau of Economic Research, Inc.; 
1953), 74 pp: [F. E. Balderston, University 
of California, Berkeley.] 


In this monograph are presented, in short 
compass, the salient facts concerning Federal 
mortgage-insuring programs and Federal in- 
fluence in the secondary market for residential 
mortgage loans; more than this, the programs 
are given critical interpretation in relation to 


long-run developments in the housing market, 
for Professor Grebler seeks to deal with “. . . 
the effects most revealing of broad, long-term 
changes in capital formation and financing.”! 

Evidence and supporting arguments are given 
for the following generalizations: 

(1) The Federal mortgage-insuring programs 
have come to exercise a dominating influence 
on the terms of mortgage-lending for new resi- 
dential construction. 


(2) While these programs have probably in- . 


creased the aggregate rate of new private resi- 
dential construction, they have certainly directed 
it toward the “mass market.” 

(3) Postwar emphasis on new construction for 
owner-occupancy rather than rental was trace- 
able to basic market conditions (and possibly 
to rent control), not to lack of government-as- 
sisted mortgage credit for new rental units. 

(4) The Federal government achieved its 
dominant position in the residential mortgage 
market by assuming most of the risks involved 
in mortgage lending; through this device the 
Federal authorities induced a large absolute and 
relative increase in the holding of residential 
mortgages by commercial banks and life insur- 
ance companies. 

(5) The evolution of an active secondary 
mortgage market was made possible by govern- 
ment influence toward the standardization of 
mortgage terms and by the above-mentioned re- 
duction of lender’s risk. The Federal National 
Mortgage Association has proven to be a device 
for directing long-term flows of Federal funds 
into the mortgage market as well as for the 
strengthening of the private secondary mort- 
gage market. 

(6) The Federal influence toward reduction 
of the borrower’s annual mortgage cost has been 
considerable (where not offset by inflationary 
increases in the capitalized value of real prop- 
erty), but the easing of terms has gone about as 
far as it can go without resort to outright sub- 
sidy. 

(7) Serious conflicts can be observed between 
the inflation-control objective in boom periods 
and the attempt to sustain high rates of new 
construction through Federal influence on 
credit markets. During cyclical downturns, on 
the other hand, it is problematical whether a 
high rate of new construction can be sustained 
merely through more intensive application of 
these mortgage-insuring techniques. 

Finally, (8) the next evolutionary steps, if 
housing has truly become “affected with a pub- 


1 Op. cit., p. 13. 
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lic interest,” will be toward greater amounts of 
direct and indirect mortgage subsidy by Fed- 
eral agencies like F.N.M.A., if not toward more 
drastic measures dictated by political pressures. 

The Grebler monograph is of especial in- 
terest to students of marketing from two points 
of view. First, it illumines the degree of posi- 
tive Federal influence on a most important sec- 
tor of the private economy—a sector that is the 
bell-wether for much of the activity in the 
household appliance, furniture, and housewares 
markets. 

Secondly, the study shows a series of evolu- 
tionary stages in the emergence of governmen- 
tal interest in, and partial control over, the 
construction industry and the related financing 
markets. A whole series of control devices has 
been developed, and perhaps they constitute a 
repeatable pattern of governmental behavior. 
Potential application to other fields should be 
estimated as to effectiveness, whether from the 
point of view of the detached observer, or of 
the embattled free-enterpriser, or of the well-in- 
tentioned reformer. 


9. FOREIGN MARKETING 


9.1 Marketing Branded Goods in Malaya. F. G. 
Wigglesworth, Scientific Marketing, Janu- 
ary, 1954, pp. 255-263. [E.D.] 

The Chinese, which represent about 40 per 
cent of the Malayan population, are as brand- 
conscious as any western group but are far more 
consistent in their brand loyalties and more 
suspicious of any change in the appearance of 
the good or pack. The seller is confronted with 
the problem of determining whether the brand 
name should or should not be translated into 
Chinese and, if so, what name to select. A second 
problem is the choice of advertising media. 

The need for consumer research, even though 
such research is difficult to do, is very great. 
There are additional comments on trade chan- 
nels, credit, and price cutting. 


9.2 Nationalism and the Native African Mar- 
ket. B. W. Gussman, Scientific Marketing, 
October, 1953, pp. 57-60. [E.D.] 


Manufacturers and exporters interested in the 
African Market need to interpret the wants and 
aspirations of the twentieth century African 
through market research studies, modified and 
adapted by some understanding of the principles 
of social anthropology. The African demand for 


textiles, bicycles, sewing machines, cutlery and 
cookery, prefabricated houses, and patent medi- 
cines is almost inexhaustible. But for each prod- 
uct, it must be recognized that the users are 
Africans with an African background and tra- 
ditional way of life. Examples are given of how 
market research can be used. 


10. GENERAL MARKETING STUDIES 


10.1 A Policy Outline on “Distributivity.” An- 
onymous, Scientific Marketing, October, 
1953, Pp- 5-10. [E.D.] 

This is an editorial-type article, the first in 
the first issue of a new British journal. It is ar- 
gued that national economic policy has been 
directed toward the solution of problems of in- 
dustrial productivity and has too rarely con- 
cerned itself with problems of “distributivity.” 
A national policy on distribution must be based 
on adequate data, study, and research. 


11. GOVERNMENT REGULATION 


11.1 Modernising the Law of Trade Descrip- 
tions. A Legal Correspondent, Scientific 
Marketing, October, 1953, pp. 18-22. [E.D.] 


The Merchandise Marks Act of 1953 replaces 
the Act of 1887, although neither has much to 
do with “trade marks.” The effect of the new 
law is to extend the various types of misdescrip- 
tion which are forbidden. They include not only 
misrepresentation of weights, measures, mode of 
manufacture, place of origin, or patent status, 
but also their fitness for a particular purpose, 
strength, or performance. While the earlier law 
made it illegal to offer a trade description “false 
in a material respect,” the new law forbids one 
“false or misleading in a material respect.” It 
is not clear what is meant by “misleading.” Only 
foods and drugs carry the burden of compulsory 
description. There is, in general, no legal obli- 
gation to describe a good. Or if, in voluntarily 
describing it, one makes a statement of fact 
(not merely an advertising “‘puff’’”) which is false 
or misleading, one becomes subject to the Act. 


11.2 A & P Case Ends. Business Week, January 
23, 1954, p- 32. [S.B.] 

The great anti-trust case against the Great 

A & P Tea Co. ended finally in a consent decree 

that stopped short of the fragmentation job the 
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Justice Dept. started out to do. The decree or- 
dered only that Acco, A & P’s produce subsidiary, 
which both buys and sells in the market be dis- 
solved. In addition, several practices were en- 
joined. Buying food products for sale to competi- 
tors and selling any food to competitors, except 
that made or processed by A & P and then only 
on as favorable terms as to A & P itself; requir- 
ing suppliers to stop selling food to competitors 
or inducing brokers not to offer discounts to 
competitors or increase prices charged them; 
knowingly receiving discounts based upon the 
amount of food to be purchased by more than 
one unit (A & P has 37 units, each composed of a 
large group of retail stores); establishing any 
gross profit rate for its store units with the pur- 
pose of permitting them to operate at a loss to 
beat local competition. However, the intent pro- 
hibited here may not be inferred from the mere 
fact that a store or division is operating at a loss. 

Just how the government is going to police 
the vague gross profit terms of the decree isn’t 
at all clear. Obviously, A & P can still legally 
meet competition and lower its prices to do so 
wherever it wants. Even if the anti-trusters can 
verify operations at a loss in a particular area, 
they haven’t proved a violation of the decree. 
Thus, there isn’t a tidy solution to the charge 
that A & P could manipulate its gross profit 
down in competitive areas, while keeping it high 
enough in less-competitive areas so that the 
system-wide target could be met. 


11.3 Duane Jones Wins Final Verdict. Bernard 
Tolk, Printers’ Ink, January 15, 1954, 
31-33- [8-B.] 

The Duane Jones case has finally been settled. 
The basic finding may have profound implica- 
tions in advertising and marketing. The funda- 
mental issue at stake dealt with agency employees 
who leave to start a new business, taking with 
them former clients of their previous employer. 
Without any extensive investigation of the sub- 
ject, it seems as though this is the principal way 
in which new advertising agencies have been 
formed in the past. Now apparently there are 
considerable legal obstacles to such an action. 

Since it is a legal maxim that hard cases make 
hard law, it is not immediately apparent exactly 
what steps an agency employee should take if he 
considers setting up business for himself with 
some of his former employer’s clients. It appears 
that if employees want to leave, taking an ac- 
count with them, it would seem advisable to 
make sure that they first completely sever all re- 


lationships with their employer. Then, after a 
reasonable period of time they might make over- 
tures to the accounts in question. The closer 
the employee to a management or fiduciary ca- 
pacity, the more caution in setting up business. 

The complete text of the New York State 
Court of Appeals decision which granted Mr. 
Jones $300,000 damages is appended to this 
article. 


11.4 Fair-Traders Can Now Fight Back. Gil- 
bert H. Weil, Printers’ Ink, February 26, 
1954, pp- 62-69. [s.B.] 

Fair-trade manufacturers, who held off suits 
while waiting for the decision of the Supreme 
Court on the Lilly vs. Schwegmann case, are now 
resuming action against incorrigible violators. 
In order to win these suits, the plaintiff's case 
must be air-tight on the following points: notice; 
and proof of price-cutting. Also, he must antici- 
pate the modes of defense and be prepared for 
collateral attack by the complainant. 

Fair-trade prices are not binding upon a dealer 
unless he has notice that they are in effect. Manu- 
facturers must notify dealers that articles are 
fair-trade items and specify the fair-trade prices. 
Notice may be made by registered mail or tele- 
gram, upon shipping cartons or tags affixed to 
the merchandise or by salesmen orally—but if 
oral notification is used, written memoranda 
should be made. Price-cutters show remarkable 
ingenuity in devising means of masking unlawful 
practices. Therefore, the fair-trader must actu- 
ally shop the violator—at least three separate 
purchases should be made and each by a differ- 
ent shopper; in addition, another person should 
accompany the shopper and thus serve as a wit- 
ness. In this way, at least six different people will 
testify to the same or similar facts. Purchases 
should be made at different times and, if pos- 
sible, through different sales clerks. 

Price-cutters who recognize that the plaintiff 
has carefully accumulated evidence both of no- 
tice and of sales below the fair-trade minimum 
will sometimes concede these facts and frame 
their defenses on broader grounds such as an 
attack upon the overall enforcement activities 
of the fair-trader. If a defendant can show wide- 
spread and notorious violation of fair-trade mini- 
mums by others, he can claim discriminatory op- 
pression. Therefore, the plaintiff must be pre- 
pared to bring suit simultaneously against all 
of the most notorious price-cutters in an area or 
lose against each separately. 
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11.5 One Year of Antitrust. Business Week, 
February 6, 1954, pp. 44-45. [S.B.] 

In the first year of operation, Attorney-Gen- 
eral Brownell and Antitrust boss Stanley N. 
Barnes have settled 45 cases, all but one Demo- 
cratic hand-me-downs, and opened 29 new ones, 
a sizeable portion of them criminal indictments. 
Brownell and Barnes indicated that only classic, 
hard-core antitrust violations will be prosecuted 
but surveys of large industrial concentrations 
will be used to pinpoint enforcement actions. 

Complaints have been prepared charging vi- 
olations of the new anti-merger provisions of the 
Clayton Act. This section, adopted in 1950, is 
designed to allow the Justice Dept. or FTC to 
forbid violations before, not after, the trans- 
actions are completed. Brownell wants to en- 
force the law by issuing an injunction against a 
merger before it is completed. There are prac- 
tical reasons to question how and whether this 
will work out. 

Rounding out the Administration’s program, 
Brownell says his national committee to study 
the antitrust laws will come in with a final report 
on overall antitrust operation by fall. The dual 
ends of this study are: to set up measuring sticks 
by which to select new cases; and to give business- 
men understandable guides by which to stay 
within the law. 


16. MARKETING OF SPECIFIC GOODS 
AND SERVICES 


16.1 Autos: A Market So Big You Can Drown 
in It. Business Week, February 6, 1954, 
pp. 50-56. [s.B.] 

There are two long-run trends in the U.S. 
automobile business: production figures get 
higher and higher as the number of car manu- 
facturers gets smaller and smaller. The number 
of producers has decreased as the number of cus- 
tomers has increased because of the fact that the 
size of the market requires high volume produc- 
tion at low cost—hence forcing out of business 
those companies who could not meet the capital 
requirements or meet sharply rising distribution 
costs. At the same time the size of the market is 
so large that there is always room for a few com- 
panies who can meet demands for a “different” 
car. The independents trade on being different 
just as General Motors or Ford trade on their 
volume. Even if only 4 per cent of car-buyers 
want to be different, that’s still a gross of $400 
million a year. 


The big companies depend upon integration 
and standardization, and capital. Nash and 
Hudson’s merger is a step toward integration 
and standardization. The Kaiser-Willys com- 
bination has produced a savings of $10.5 million 
on overhead. 

It is expected that by 1975 there will be 65 
million cars on the road compared to today’s 
45 million. The chances are that it will be served 
by no more than the number of companies now 
in business, maybe fewer. 


16C. MARKETING OF SPECIFIC GOODS 
AND SERVICES: MANUFACTURED 
CONSUMERS’ GOODS 


16C.1 Grocery Product Distribution in Fifteen 
Scripps-Howard Markets. Scripps-How- 
ard Offices, 230 Park Avenue, New York, 
1953» 64 pp. [R.J.H-] 

Seventy-five classifications of grocery store mer- 
chandise were included in this survey. All brands 
having ten per cent or more distribution in any 
market are listed in the report. The information 
is interesting to compare against the following 
two reports of a similar nature. 


16C.2 The United States Liquor Market. Ar- 
gosy Magazine, Popular Publications, 205 
East 42nd Street, New York 17, New 
York, 1953, 8 pp. [R.J.H.] 

According to this report, 59 per cent of the 
adults in the U.S. drink liquor. A higher per- 
centage of men than women are so classified. 
Further, men constitute 81 per cent of those 
drinking more than three times a week. Rhode 
Island inhabitants increased their distilled spir- 
its consumption in the first seven months of 
1953 over the same period for 1952 by 45.1 per 
cent; Kansas, on the other hand, showed a 10 
per cent decrease. The total U.S. market in- 
creased 10.2 per cent for the same period. 


16C.3 Cigarettes: Is This a Turning Point. 
Business Week, January 2, 1954, pp- 


74°77: 
Cigarette Sales 2% Over 1952. Printers’ 
Ink; January 15, 1954, pp- 34-37 ff. 
1953 Cigarette Sales Just Hold ’52 Peak. 
G. Robert Dunhill, Advertising Agency 
and Advertising and Selling, January 
1954, Pp. 50-51 ff. [s.B.] 
For many reasons marketing and advertising 
people are interested in the cigarette industry. 
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It is often taken as a prime example of the 
product that people shouldn’t want but do. 
Their use has been heavily promoted by ad- 
vertising. 

The year 1953 was the year that ended a 21 
year consistent increase in domestic cigarette 
sales. It was the year in which the health claims 
against cigarettes had some apparently tangible 
evidence. It is hard to assign a real cause to this 
loss of momentum but apparently the cigarette 
industry represents an interesting case where 
increasing the product size actually brought 
about a decrease in sales. Certainly the health 
angle comes into the cigarette picture in at 
least two ways. Most obvious are the statements 
which have been «iade relating smoking and 
lung cancer. Also, the big product development 
in cigarettes has been the filter tip whose major 
selling point is that it lessens irritation. King 
size have often been promoted as self-filters too. 
Filter tip’s sales went from 5.3 billion cigarettes 
in 1952 to 12.3 billion in 1953—an increase of 
132 per cent. King size cigarettes went from 
73.3 billion to 100.5, billion in 1953—an increase 
of 37.1 per cent. For contrast, the sales of regular 
size cigarettes dropped 13.3 per cent in that year. 
Camel (R. J. Reynolds Company) is still the 
leading brand in the field and also had the 
smallest decline of the leading regular cigarettes. 

The industry is beginning to get an answer to 
the big question: Does the addition of a king 
size cigarette selling under the same label as the 
regular size cigarette increase total brand share? 


' On the basis of the experience of four brands, 


it seems as though going king size does not affect 
over-all market shares. Sales are merely diverted 
from regular to king size without any appreci- 
able over-all increase. 


16C.4 Upheaval in Home Goods. Daniel Selig- 
man and Sanford S. Parker, Fortune, 
March 1954, pp. 97-101 ff. [s.B.] 


To equip and furnish the interiors of their 
homes, U.S. families now spend about $15, bil- 
lion annually. However, in terms of the pre-war 
relationship between consumer income and 
home-goods expenditures, the total should have 
been $18 billion. The money that might have 
gone into the home-goods market has gone into 
cars, food and new housing. Still, $15 billions 
is a respectable total: it has made American 
homes easier to operate as well as becoming 
more comfortable and better looking. The $15 
billion that Americans are currently spending 
on home-goods breaks down into: 2.3 billion for 
radio and TV; 2.7 for other appliances (white 


goods); 4.6 for furniture and floor coverings; and 
5 billion for other household furnishings and 
equipment. 

The appliance aggregate is forecasted to rise 
moderately in the period 1955-59 but the struc- 
ture of that market will change considerably. Of 
the $2.7 billions at stake in the appliance field, 
40 per cent is in two appliances with high de- 
grees of saturation, refrigerators and washing 
machines. Both are expected to show sale sags 
but the slump will be more than made up by 
other appliances, notably air conditioners. Dish- 
washers and home freezers are the sleeping 
beauties of the appliance industry. The U.S. ap- 
pliance industry, for the first time since it got 
to be big appears to have no new product just 
around the corner. The so-called “kitchens of 
tomorrow” have essentially the familiar appli- 
ances of today with only an added pushbutton, 
here and there. 

TV is now on a plateau, waiting for color to 
start the next boom. Over 60 per cent of all 
U.S. wired homes have TV; there are relatively 
few areas still not covered by TV signals. During 
1955-59, the total sales of color and black and 
white sets combined should average about $2 
billion annually, substantially higher than the 
sales of monochrome sets in the past 5 years. 
Radio sales have dropped, much more in dollars 
than in units—they are shifting toward clock 
radios and portables. 

The furniture market has been ripped asun- 
der—borax has been replaced by wrought iron 
and foam rubber. Despite the new interest in 
styling, the furniture market is even worse off 
in the fight for the consumer’s dollar than ap- 
pliances. The post-1947 boom brought a 25 
per cent increase in real consumer disposable 
income, but furniture sales rose only 2 per cent 
in physical volume. In part the explanation is 
that furniture is essentially a replacement mar- 
ket, tied by that fact to a course of slow develop- 
ment. However, furniture can look for a pick-up 
in sales, partially through a somewhat higher 
level of household formation and partially to 
make up abnormally low replacements during 
1950-1953- 

Although the entire home-goods market can- 
not look for any fancy increase in sales, it is 
nonetheless exciting for they symbolize the new, 
homogeneous American market with the old 
mass-class divisions disintegrated. The vast ma- 
jority of Americans now own, and take for 
granted, products that were out of reach only a 
decade or two ago. The market has working for 
it some of the most potent forces in American 
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life: the love of the new; the fascination with 
gadgets; and the rising interest and pride in 
household possessions. 


16D. MARKETING OF SERVICES 


16D.1 N. Y. Life’s New Marketing Plan to Set 
Off Major Changes in Insurance. Tide, 
March 27, 1954, pp. 21-23. [S.B.] 


New York Life has spent five years studying 
insurance practices. Now, the company is ready 
to take its program to the public with advertis- 
ing scheduled to break in 19 major business and 
general publications. The advertising, like the 
policies behind it, represents a series of wholly 
unprecedented steps for the company. The 
chances are that the result will revolutionize a 
great deal of the thinking and policy-making, 
especially relating to marketing, throughout the 
entire life insurance business. 

The advertising is specific and direct, smack- 
ing more of the automotive-gasoline-dentifrice 
school of copy than it does of the hide-bound 
financial advertising. The sub-heads and copy 
both stress low-cost life insurance that will build 
up high cash values. From the ads, a prospect 
can readily find out how much a specific policy 
will cost, what the collateral benefits are and 
how much of a return he will get. If he likes 
what he reads, he can clip the coupon and wait 
for the agent to call. 

When the agent calls on a customer, he will 
carry a revolutionary new product in his brief 
case—one based upon present-day actuarial 
tables, one prepared for present-day and future 
needs and one which is much easier to read. 

The new campaign has been carefully mer- 
chandised to the 5,000 New York Life agents 
who were briefed on its history and trained in 
the use of local direct mail campaigns with re- 
prints of the national ads. 


20. RESEARCH AND RESEARCH TECH- 
NIQUES 


20.1 Everyday Aspects of Market Research. 
Colin Maclver, Scientific Marketing, Jan- 
uary, 1954, pp. 296-302. [E.D.] 

Market research is a continuing process for 
maintaining a constant comparison between ac- 
tual and potential sales. Some of its methods 
and uses are illustrated by a hypothetical case 
study. 


20.2 Forecasting Demand for Consumer Dur- 
able Goods. James H. Lorie, The Journal 
of Business, January, 1954, pp. 62-70. 
[E.D. ] 


Because of current high incomes, large hold- 
ings of liquid assets, and large stocks of durable 
goods owned by consumers, it is possible for 
consumer expenditures for durable goods either 
to increase or to decrease sharply. Such expendi- 
tures are the most volatile component of the 
consumer economy, although expenditures for 
automobiles and parts vary far more than those 
for furniture and major appliances. Although 
durability of existing stocks makes it difficult to 
forecast demand, particularly the replacement 
segment, adequacy of the existing stock is also 
an important element in prediction and is dif- 
ficult to determine, because it is related not 
only to physical factors, but also to consumers’ 
evaluations of adequacy, which is difficult to 
appraise. 

“There are four kinds of evidence upon which 
to base forecasts: (a) relationships between dif- 
ferent sets of historical data, usually related to 
behavior, but conceivably related to other 
things; (b) current behavior; (c) current opin- 
ions; and (d) statements of current intentions on 
the part of the agents whose behavior is the 
subject of the forecast.” 

Historical data can be used to relate specific 
data into a general system of data covering the 
entire economy or for regression analysis be- 
tween the dependent variable and independent 
variables representing various economic aggre- 
gates. While the second method has often 
yielded extremely high correlation coefficients 
for historical data, the results of such forecasts 
have not been adequately tested. Moreover, if 
they are to be used for forecasting, such equa- 
tions necessitate forecasting independent vari- 
ables. 

A more naive, but often more successful, 
method of forecasting is to base predicted sales 
on current sales or recent changes in sales. This 
method depends upon the availability of current 


data on sales of durable goods to consumers, and 


such data do not now exist. Current opinions of 
informed persons (e.g., retail dealers) might also 
be used as a source of information on consumer 
willingness to buy, although no systematic at- 
tempt is now made to obtain these opinions. 
The fourth source of information, surveys of 
consumer intentions, is currently used by the 
Survey Research Center and the Board of Gov- 
ernors of the Federal Reserve System whose 
postwar forecasts have been remarkably accu- 
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rate. Two studies of the method and its results 
indicate: (1) that it was possible to determine 
at the time of the interview whether the re- 
spondent was someone who was or was not apt 
to do what he planned to do; and (2) that, al- 
though many people do not behave according to 
expressed intentions, forces causing deviations 
in one direction are approximately offset by 
forces causing deviations in the other. 

One limitation of this method of forecasting 
is the problem of making objective interpreta- 
tions of the data. Experience has been only with 
one-year forecasts and never during a substantial 
business recession. Interpretations need to be 
made with care and with proper qualifications. 


20.3 Chicago Tribune Study Sows Influence of 
Product Personality on Auto Sales. Har- 
old E. Green, Printers’ Ink, January 8, 
1954, P- 31. [S.B.] 

The Chicago Tribune’s latest study on prod- 
uct personality and the nature of consumers’ 
emotional responses to those products focuses 
attention on the character attributes of the vari- 
ous makes of automobiles on the road today. 
The automobile buying process is described as 
the interaction between the personality of the 
car and the personality of the buyer. 

By personality of the car is meant its char- 
acter or reputation, which is the composite of all 
the attitudes people have about it. Although 
economic situations tend to put sharp limita- 
tions on what cars can be purchased, cost is not 
considered the most important reason for choos- 
ing a particular car. Cars are heavily loaded with 
social as well as practical and personal mean- 
ings. According to Pierre Martineau of the 
Tribune, the automobile is notable in the way 
it operates as an informative symbol in the 
status system of America. It is a sign of social 
participation and of the nature of one’s par- 
ticipation. 

The article concludes with a list of do’s and 
don’t’s for car advertising derived from the find- 
ings of the study. Actually they really are a fine 
crystallization of the philosophy of consumer- 
minded advertising. Two of the do’s are: Plan 
advertising in terms of an over-all governing 
conception of the car rather than in terms of 
single appeals; and Find the best combination 
of realism and fantasy. Two don’t’s are: Don’t 
bluntly attack or deny widespread stereotypes; 
and Don’t get caught up in European, interna- 
tional or otherwise alien and exotic claims, 
jargon or prestige if you want widest audience 
appeal. 


Advertising Age in its February 1, 1954 issue, 
page 100, gives the profiles of 18 makes of auto- 
mobiles developed by this study. 


20.4 Presentation Interest as a Factor in Ad- 
vertising Impact. Edward F. Buxton, Ad- 
vertising Agency and Advertising and 
Selling, January 1954, pp. 55-57- [s-B.] 

This is the third in a series of 4 articles about 
consumer interest produced by various elements 
of advertising. This article has to do with the 
mechanical factors which make up the physical 
structure of an advertisement. As before, inter- 
est is defined as the ability to secure readership, 
which is obviously something short of the fun- 
damental value of selling power. 

The research findings which are summarized 
in this article indicate that there is no simple 
royal road to interesting format or layout of 
advertisements. For advertising format as a 
whole, there is evidence that the editorial format 
which is similar to newspaper or news photo- 
graphs produced high interest. Other character- 
istics of high interest formats are simplicity, 
clarity, a minimum number of elements and a 
definite focal center of interest. 

Low interest formats are those which are 
dominated either by a complex hodge-podge 
composition or those which suffer from lightness 
of tone or alien and fanciful design elements. 


21. RETAILING 


21.1 “Supers Continue March Forward.” Super 
Market Merchandising, March, 1954, 35 
pP- [R.J-H.] 

“Despite the fact that retail food prices 
dropped 1.6 per cent for 1953 compared to 1952, 
sales of the Super Market industry in 1953 
soared 14.2 per cent, to a record $16,092,000,000.” 
Latest reports also show that Supers represent 
only 5.1 per cent of the total count of retail 
grocery stores but do 43.5 per cent of the total 
grocery store sales. At present, there is one Super 
available for every 2,660 families in the United 
States. 


21.2 Nashville’s Flashiest Merchant Fights to 
Save Store. Business Week, March 27, 
1954, pp- 124-126. [s.B.] 

A legal fight smouldering in the Tennessee 
Supreme Court this week is likely to determine 
the future retailing pattern for Nashville, Tenn., 
one way or another. The case turns upon 
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whether Fred Harvey or Cain-Sloan shall hold 
the lease on a store in downtown Nashville. 

Harvey has hit Nashville with a razzle-dazzle 
show of retail merchandising for 11 years, mak- 
ing it fun to shop. His store has purple walls, 
violet ceilings and pink showcases. To win kids’ 
affection (and to make them drag their parents 
along) the store looks like a junior-grade carnival 
with real merry-go-round horses, crazy-house 
mirrors and moving stairs. On top of this, Har- 
vey uses very heavy advertising (in 1953, he used 
more newspaper advertising than the next two 
department stores combined). He was also the 
first Nashville merchant to come up with a lib- 
eral exchange policy, night opening and to in- 
vite customers to call the store collect to order 
merchandise. 

The question the Tennessee Supreme Court 
must decide is this: which would be in the best 
interest of the heirs who own the property in 
question—a lease with Harvey Co. or with Cain- 
Sloan, a staider retailer but one with 50 years of 
success? 


21.3 Warehouse Store. Business Week, February 
27, 1954 PP- 53-54: [8-B-] 

Department stores all over the nation have 
been plagued by a shift of population to the 
suburbs and increasing competition from spe- 
cialty stores (and discount houses). They have set 
up suburban branch stores to deal with the 
first problem. Now Carson Pirie Scott & Co., 
big Chicago department store has acted to meet 
the second problem. In its service building on 
Chicago’s southwest side, it opened a full-time 
“warehouse store” where the sales appeal is 
simply and solely price. 

It is strictly a barebones operation—custom- 
ers are expected to carry their merchandise 
away, but credit is available; store hours have 
been adjusted to meet the customer’s conven- 
ience. The offerings fall into three broad classes: 
special purchase merchandise, largely home 
furnishings; overstocks from the down-town 
store; “convenience items” such as work clothes, 
children’s play wear and inexpensive casual wear 
for women. 


21.4 What Happens When a Big Store In- 
vades a Small Town. Tide, February 27, 
1954, Ppp- 22-23. [S.B.] 

Bloomingdale’s (New York) last week opened 
its third and largest branch department store in 
downtown Stamford, Conn. (a market of 200,- 
000). Most of its neighbors are ostensibly de- 


lighted but they realize that there will be a 
dramatic change in their way of life. Blooming- 
dale’s move reflects a counter-current to the 
general trend of department stores to suburban 
shopping centers. 

In Stamford, they have found what they be- 
lieve is the perfect compromise between the real 
estate approach and the downtown retail ap- 
proach, both as to location and operation. The 
two-story Raymond Loewy design combines the 
space and dignity of the most modern center 
with the security of being in an established 
downtown shopping center. In layout, the store 
is hand-tailored to the family shopping habits of 
the suburban middle and upper-income brackets. 

In the opinion of one of the Stamford re- 
tailers, Bloomingdale’s will hit the fancier shops 
hardest of all, since their merchants have long 
fattened on high markups. Also Bloomingdale’s 
can carry a much greater volume of charge ac- 
counts, a long-time stock in trade of the ex- 
clusive shops. Their hope now is confined to 
those morsels which Bloomingdale’s won’t touch 
or to the spillover from increased downtown 
traffic. 


23. SALES MANAGEMENT 


23.1 Analyzing Markets and Setting Sales 
Quotas. Curtis Publishing Company, 
Philadelphia, Pennsylvania, 1954, 28 pp. 
[R.J.H.] 

This little booklet explains the process of 
analyzing markets and setting sales quotas. It 
is well illustrated with maps and diagrams per- 
tinent to the discussion. Food sales, automobile 
registrations, etc. are shown for the United 
States, by state. An example of establishing sales 
quotas for sales districts is also included. 


23.2 The Deployment of the Sales Force. 
S. A. N. Smith-Gavine, Scientific Market- 
ing, October, 1953, pp. 61-64. [E.p.] 


Two principles are stated as the basis for de- 


‘termining the proper use to be made of a sales 


force of given size in order to produce maximum 
results. First: “Insofar as the selling and organ- 
izing capacity of the members of the sales force 
is equal, they should be so deployed that, when 
allowance is made for short-term fluctuations, 
the total of the orders they bring in should tend 
to be equal.”. This assumes areas of fixed size. 
However, the two areas do not necessarily have 
the same “fertility.” Therefore, a second prin- 
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ciple is: “With representatives of roughly equal 
selling and organizing capacity, their areas 
should be so expanded or contracted that the 
returns from each representative tend to be 
equal.” The author shows, by illustration, how 
this optimum position may be determined. 


23.3 “Sales Know-How.” Robert A. Godel, 
Printers’ Ink Publishing Company, Inc., 
New York, 1954, 62 pp. $2.00. [R.J.H.] 


The purpose of this manual is to review sales 
principles, combining them with specific case 
examples. The reason for the report is to coach 
new and old salesmen who have never known 
or perhaps have forgotten how to sell in a really 
competitive market. Topics include the follow- 
ing: know your plans, know how to motivate 
your customers, know how to plan a sales talk, 
and know how to answer objections. 


23.4 Sales Opportunities. The Curtis Publish- 
ing Company, Independence Square, 
Philadelphia 5, Pennsylvania, 1953, 275 
pp- [R-J-H.] 

Curtis has published for salesmen a handbook 
which includes considerable statistical data. 
Among the data for countries and cities are the 
Curtis Market Index, the number of households, 
and the circulations of several Curtis publica- 
tions. 


23.5 Machine Tool Rentals: Another Recruit. 
Business Week, March 6, 1954, pp. 100- 
102. 


For Rent: Just About Everything. Business 
Week, March 13, 1954, pp. 43-46. [s.B.] 


This pair of articles deals with rental of 
equipment in the industrial and consumer fields. 
In the industrial field, Warner & Swasey has 
created an uproar by announcing a program of 
renting machine tools. In the few weeks the 
plan has been in effect, it has definitely helped 
stem the cancellation of existing orders at a 
time when business for the industry has been 
declining. There are rumors that the plan may 
soon be extended to Warner & Swasey’s line of 
textile machinery which has been in a slump 
due to the troubles of the textile business. 

Rental plans differ from company to company 
but basically they are 7-year contracts that pro- 
vide if the user keeps the machine for the full 
term of the contract, he will have paid as rent 
115 per cent of the full value of the equipment. 
He also has an option to buy if desired; rent 


payments already made can be applied to the 
purchase price. 

One possible reason why Warner & Swasey was 
led into this move is that they have just intro- 
duced a new line of bigger and faster machine 
tools which supplement but do not supplant 
their existing line. The rental plan may help 
them with the sales problem that arises from the 
fact that they have two lines in the same field. 
Warner & Swasey feel that the rental business 


will not reach 10 per cent of their total sales— ~ 


which is to the good, since they would find it 
difficult financing a higher amount. 

Consumer rental has developed into a full- 
fledged business, covering everything from cake 
cutters to concrete mixers, with its own special 
set of merchandising problems and techniques. 
The latest trend is the sprouting, here and there, 
of companies whose aim is to offer a one-stop 
renting service, covering almost everything. 

The bulk of the customers of rental services 
fall into three groups: those who want to use 
something they can’t afford to buy—a silver 
coffee pot or a power tool; those who can afford 
to buy but haven’t the storage space; and those 
who need something for an occasional or one- 
time project—a big church dinner or laying tile 
for a new kitchen floor. 

Some of the big problems of operating a rental 
service are inventory, since demands are sea- 
sonal, and pricing. Biggest headache of all is 
damage to equipment. 


23.6 Simplified Selling—Faster Selling—Bigger 
Sales. W. J. Caddelle, Printers’ Ink, Jan- 
uary 15, 1954, pp. 38-40. [s.B.] 

Allied Stores, the world’s largest group of de- 
partment stores, has borrowed self-service dis- 
play practices to help improve the efficiency of 
clerk-service selling: they call their procedure 
“exposed selling.” Customers come into a de- 
partment store to buy many items on the basis 
of size, color or purpose. Exposed selling offers 
displays of items on these bases. 

In gloves, it was discovered that most custom- 
ers were interested in the following factors: type 
of fabric or leather, brand, type or style, and 
purpose. Tables were set up showing an entire 
assortment of gloves, thus classified, so a cus- 
tomer can make her selection as rapidly as pos- 
sible. It was discovered that the selling time for 
gloves was reduced by as much as 10 minutes 
per pair. The exposed selling display was bal- 
anced by a “pretty” display in a showcase, in 
order to maintain the flavor and character of the 
department store. 
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24. SALES AND ECONOMIC FORECASTS 


24.1 Consumer Expenditures on Nondurables 
and Services in 1954. Elmer C. Bratt, The 
Journal of Business, January, 1954, pp. 
77-86. [E.D.] 


General factors related to consumer expendi- 
tures for nondurable goods and services are 
changes in disposable income, partially lagged; 
prices; population changes and family forma- 
tion; changes in tax rates and in income dis- 
tribution; and expenditures for durable goods. 

The market for an individual commodity or 
service is influenced by certain factors unique 
to itself—style changes, changes in personal in- 
ventories, expansion limits, and market changes 
greater or less than those expected. 

Using government data on estimated annual 
consumption expenditures, prices, and depart- 
ment store sales and stocks, and Winston and 
Smith’s estimates of income sensitivity of con- 
sumption expenditures, the author arrives at a 
forecast of consumer expenditures for nondur- 
able goods and services in 1954. He explains in 
detail the factors he considered in arriving at 
estimates for particular items. He forecasts a 
decline in nondurable goods expenditures of 
$1.5 billion between 1953 and 1954 and an in- 
crease in service expenditures of $2.3 billion. 


24.2 Forecasting Capital Formation in Resi- 
dential Housing. Marshall D. Ketchum, 
The Journal of Business, January, 1954, 
PP. 32-40. [E.D.] 

While the volume of residential construction 
is the result of both supply and demand forces, 
the dynamic factor is demand. The demand for 
new dwelling units is determined by three major 
factors: (1) Population, including such charac- 
teristics as the rate of family formation, birth 
rates, age of population, family size, and migra- 
tion. (2) Real disposable income, through its 
direct effects on housing demand as well as its 
indirect effects through migration and marriage 
rates. (3) Building costs and financing, including 
original cost of construction and the related rate 
of depreciation, property taxes, interest rates, 
federal and private home financing policies 
(down payments, interest rates, amortization pe- 
riod, mortgage insurance). 

The BIS estimates that housing starts will 
decline to one million units in 1954, and per- 
haps in 1955, to 950,000. However, a precise 
forecast cannot be made without knowledge of 


the probable money supply, interest rates, level 
of business activity, and incomes. 


24.3 Forecasting Consumer Expenditures on 
Nondurable Goods and Services. Ernst 
W. Swanson, The Journal of Business, 
January, 1954, pp. 71-76. [E.p.] 

“There is little, if any, correlation between 
disposable personal income and consumer non- 
durable-goods expenditures in the short run.” 
The variability in expenditures accounted for 
by income is an estimated 15 per cent, although 
most of this could be due to error. 

Expenditures for consumer services, however, 
follow income more closely than expenditures 
for consumer durables or nondurables. About 50 
per cent of the variability in service expendi- 
tures is accounted for by disposable personal 
income. 

The author suggests that perhaps consuming 
units may have reached a state of spending 
saturation for nondurable goods. Only three 
changes might increase their spending: (1) a 
significant redistribution of income; (2) price 
supports for goods whose demand is inelastic; 
(3) new products. Services do not appear, how- 
ever, to have a point of market saturation. 

The author frequently fails to describe the 
methods by which certain conclusions (especially 
statistical relationships) are reached. When he 
does describe his reasoning, it often appears to 
be highly subjective. 


24.4 Forecasting Expenditures for Plant and 
Equipment. Garfield V. Cox, The Jour- 
nal of Business, January, 1954, pp. 22-31. 
[E.D.] 


Persons interested in short-term forecasts of 
expenditures for plant and equipment have 
come to depend increasingly upon surveys of 
spending intentions. These include the annual 
and quarterly surveys of business investment 
programs made jointly by the Office of Business 
Economics, United States Department of Com- 
merce, and the Securities and Exchange Com- 
inission, and the annual fall survey by McGraw- 
Hill Publishing Company of spending plans by 
large firms for the coming year. Because these 
surveys have existed for only seven years, and 
because that period has been one of rising in- 
come and investment, it is not possible to reach 
definite conclusions regarding the usefulness of 
the surveys. However, one study indicates that 
differences between anticipated and actual ex- 
penditures were due to changes in sales and pro- 
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spective earnings, supply conditions, plant and 
equipment costs, competitive conditions, prod- 
ucts, and executive decision. 

Large companies made better estimates than 
small ones. Capital outlays were underestimated 
during periods of rising prices and were over- 
estimated during periods of falling prices. Firms 
undertaking large expenditures relative to their 
existing assets made better projections than did 
those planning smaller expenditures. During 
the entire seven-yea™ period, actual expenditures 
tended to exceed anticipated expenditures. 

During recent years, expenditures for plant 
and equipment have represented nearly the 
same percentage of gross national product, mea- 
sured in constant dollars (10.9 per cent, 1947-53) 
as in the 1920’s (10.3 per cent, 1919-29); but 
equipment was a far greater share of the total 
during the more recent period, reflecting the 
shift from outlays for expansion to expenditures 
for modernization. 

The author predicts a $360 billion gross na- 
tional product in 1954, $7 billion less than is 
estimated for 1953, and a $37 billion outlay for 
plant and equipment, which is $2 billion less 
than in 1953. 


24.5 Inventories and the Business Situation in 
1954. S. H. Nerlove, The Journal of Busi- 
ness, January, 1954, pp. 41-50. [E.D.] 

This paper is directed toward two questions: 
(1) Do businesses currently have “excess” inven- 
tories which will stimulate a program of inven- 
tory reduction? (2) If so, will such a liquidation 
of inventories contribute to a decline in the 
gross national product? 

Investment in inventories is related to sales, 
supply conditions, sales strategy, managerial 
ability, and the financial condition of the firm. 
However, studies generally show a high correla- 
tion between inventories and sales, lagged two 
quarters. Changes in inventories are the most 
significant contributive factor in short-term 
cycles. ““Excesses” usually lead to a liquidation 
which tends to approximate the proportions of 
the preceding accumulation, after allowance is 
made for the secular trend. 

Data for July or August, 1953, and earlier 
years, indicate an imbalance between inventories 
and sales in 1953, mainly in durable goods. 
Analysis indicates that we may expect a liquida- 
tion of aggregate inventories during 1954. If 
this liquidation equals the preceding buildup, 
it will amount to $5 to $6 billion, which would 
result in a $12 to $14 billion reduction in gross 
national product. But this conclusion is mis- 


leading, for one needs to take into account the 
composition of inventories which have reflected 
changes in the defense and private sectors of 
the economy, the steel shutdown in 1952, the 
price level, and the expansion of used-car 
stocks. Many segments of the economy had com- 
pleted their inventory adjustments before 1953. 
Therefore, it is possible that the inventory 
liquidation of 1954 will be much smaller than 
that suggested by the size of the preceding build- 


up. If so, inventory adjustments are not likely ~ 


per se to initiate a decline equal to that of 1948- 
49. The author concludes by calling attention to 
assumptions underlying his analysis and pro- 
jections. 


24.6 Investment Programs and Sales Expecta- 
tions in 1954. Murray F. Foss, Survey of 
Current Business, March, 1954, pp. 9-12. 


[E.D.] 


Planned investment programs for 1954 call for 
an expenditure of $27.2 billion, or about four 
per cent below the actual spending of $28.4 bil- 
lion in 1953. Since average costs of capital goods 
have been relatively stable, the difference in ex- 
penditure in the two years also represents the 
change in physical volume. Businessmen expect 
sales in 1954 to be about the same as in 1953. 

Manufacturing industries expect in 1954 to 
reduce fixed capital outlays to about seven per 
cent below 1953. Commercial and mining com- 
panies plan a three per cent increase, while pub- 
lic utilities expect little change. Railroads, how- 
ever, plan to decrease investment about one- 
fourth, and other transportation companies, 
about four per cent. 

Although the total investment planned for 
1954 is less than the actual investment in 1953, 
outlays scheduled for the first six months of 1954 
are at an annual rate $27.8 billion, compared 
with actual expenditures at an annual rate of 
$28.2 billion in the corresponding months of 
1953- Most of the reduced expenditures planned 
for the last six months are in manufacturing, 
railroads, and gas. 

Factors sustaining planned investments are a 
high total demand, the importance of long-run 
rather than short-run investment plans, and a 
substantial backlog of projects under the de- 
fense mobilization program. 


24.7 1954 Buying Intentions of Farm Families 
in Eight Midwest States. Midwest Farm 
Paper Unit, The Farmer, St. Paul 2, Min- 
nesota, 4 pp. [R.J.H.] 


3,989 midwest farm families recently reported 
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on their 1954 buying intentions. The farmers re- 
port they will buy more in 1954 than in 1953, a 
different response than they gave a year ago. 
This survey, taken every year since 1945, has 
been accurate except in the year 1950 when it 
was approximately one-third too low on equip- 
ment purchases. Apparently this year the farm- 
ers believe their net income will be satisfactory; 
at least they anticipate increasing their pur- 
chases in many lines. 


24.8 The Insatiable Market for Housing. Gil- 
bert Burck and Sanford S. Parker, For- 
tune, February 1954, pp. 102-107 ff. [s.B.] 


Despite long-run foreboding over the Ameri- 
can housing industry, the housing market is tre- 
mendously virile, holding promise of providing 
the great U.S. “growth situation” of the ’50’s and 
and ’6o’s. The housing market is now close to 
the $20 billion level (higher than the auto mar- 
ket) and promises to become larger still. Because 
new houses mean new furniture, new appliances, 
new highways, new schools—housebuilding is 
bound to play a portentous role in keeping the 
whole American economy prosperous. 

The need for housing, even after the post-war 
building boom, is still greater than any one 
imagined. On the basis of an annual average 
household formation of 800,000 during 1955-59 
plus a replacement of 300,000 demolished homes 
annually there is a minimum need of 1,100,000 
housing units annually for the last half of the 
*50’s (and starting in the ’6o’s the rate of house- 
hold formation will rise sharply when the baby 
crop of the 1940’s begins to reach marrying age). 

In addition to this basic need, there will be 
building to replace existing sub-standard, obso- 
lete housing. Although the number of low-in- 
come families has declined, the number of low- 
value houses has increased even as they have 
grown older; looking at it from the other end of 
the stick, the number of high value homes has 
decreased although the number of high income 
families has increased. The explanation is that 
apparently housing is a price-elastic commodity. 
Between 1929 and 1947, the cost of home build- 
ing rose more than half again as much as the 
general price level. People responded by spend- 
ing a smaller proportion of their income on it. 
Even during the building boom of 1946-1953, 
the proportion of annual family income spent 
on new housing was probably lower than that 
existing during the 1920's. Putting together the 
growth in incomes and an estimate of up-grading 
needs, the authors estimate that it will take 900,- 


ooo new housing units annually to restore the 
1929 relationship between housing value and in- 
come. 

Thus the maximum projection for 1955-1959 
is 1,400,000 new housing units annually, 300,000 
farm, 1,100,000 non-farm. These are the same 
figures which prevailed in the period 1950-1954 
and brought about the present boom. 

To achieve this level of construction, housing 
construction must have a revolution in produc- 
tion and the signs of that revolution are at hand: 
large sheet dry-wall construction; pre-cut or 
standardized prefabricated walls and roofs; mass 
building developments which are factories in 
the field. (The Levitts can build a house to sell 
at $16,000 which would cost $22,000 if made to 
order, and without losing a cent of profit.) Even 
mass builders may have their troubles with fac- 
tory pre-fabricated houses. It may be interesting 
to some that 75 per cent of all new homes put 
up in Ft. Wayne, Ind., last year were pre-fabs. 

Going along with the revolution in construc- 
tion techniques has been a revolution in financ- 
ing. Government guarantee of mortgages (at 4 
per cent for veterans, and who isn’t), which 
hasn’t cost the taxpayer anything so far, has 
done more than anything else to make possible a 
million or so new homes annually. FHA’s prac- 
tice of making advance commitments has en- 
abled builders to finance large-scale develop- 
ments and work out the techniques of quantity 
production. 


26. STATISTICAL DATA 


26.1 Extensions and Repayments of Consumer 
Instalment Credit. (Board of Governors 
of the Federal Reserve System, Washing- 
ton 25, D. C.) [c.H.s.] 


Statistics on consumer credit contribute to the 
understanding of an important sector of the 
economy. For more than a decade, the Board of 
Governors of the Federal Reserve System has 
compiled and published in the Federal Reserve 
Bulletin data on the amount of consumer credit 


‘outstanding. Those data will now be supple- 


mented by current statistics on extensions and 
repayments of consumer instalment credit. The 
new estimates indicate more clearly the flow of 
instalment credit to and from the consumer and 
thus give additional information about the 
causes and implications of changes in instalment 
credit outstanding. The January 1954 issue of 
the Federal Reserve Bulletin presents the new 
series, month by month, from January 1940 to 
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date, and explains the method of preparing the 
estimates. 

Credit extensions are much more dynamic and 
volatile than repayments and reflect more di- 
rectly the impact of changing market conditions. 
The volume of repayments is governed by the 
amount and terms of past contracts and is af- 
fected by current economic developments only 
to the extent that they result in delinquencies or 
prepayments. 

In addition to their usefulness in analyzing in- 
stalment credit developments, data on exten- 
sions and repayments are valuable in interpret- 
ing other economic events. Because of the im- 
portance of instalment credit in consumer pur- 
chases of automobiles and other consumer dur- 
able items, information on the amount of instal- 
ment credit extended is often fundamental to 
the interpretation of developments in markets 
for these products. Because of the contractual 
nature of repayments, information on their vol- 
ume provides an indication of the current and 
prospective burden of instalment credit on con- 
sumers and as such may provide some insight 
into future consumer expenditures. 

Figures on credit extension and repayments 
have been developed for four types of instal- 
ment credit: automobile paper, other consumer 
goods paper, repair and modernization loans, 
and personal loans. 


26.2 Preliminary Report of Census Intensive 
Review Committee. (Census Bureau, De- 
partment of Commerce, Washington 25, 
D. C.) [c.H.s.] 


A preliminary report was submitted. to the 
Secretary of Commerce in December by the In- 
tensive Review Committee established last Octo- 
ber (1953) to appraise the policies, procedures 
and programs of the Bureau of the Census. The 
preliminary report contained a summary of rec- 
ommendations and findings on major Census 
programs, resulting from the committee’s com- 
prehensive studies among users of Census mate- 
rials and the reports of the eleven special panels 
of experts on programs in specific areas. 

The committee’s findings were discussed in 
December at one of the sessions of the 1953 Win- 
ter Conference of the American Marketing As- 
sociation by Ralph J. Watkins of Dun & Brad- 
street, who served as chairman of the committee. 
The committee was concerned with all phases of 
the Census Bureau’s program—current statistics 
as well as periodic censuses. Attention was of 
course given to the need for and uses of data 
from censuses of industry and trade, as a result 


of Congressional disallowance last year of funds 
for the 1953 Censuses of Business, Manufac- 
turers, Mineral Industries, and Transportation 
and the 1954 Census of Agriculture. 

On these censuses the committee recom- 
mended that: (1) the complete Census of Manu- 
factures scheduled for 1953 be taken at the earli- 
est possible opportunity; (2) that the Census of 
Business be taken in 1955, covering 1954; (3) 
that a complete Census of Mineral Industries be 
taken in 1955, covering 1954; (4) that any plans 
for a Census of Transportation be dropped 
pending further exploration of the feasibility of 
such a census; and (5) that a complete Census of 
Agriculture be taken in the fall of 1954. 

The preliminary report is not available for 
distribution. The final report of the committee 
is now in process of preparation. It will present 
the findings and recommendations of the com- 
mittee and will also include, as exhibits, the re- 
ports of the eleven panels and other materials 
considered by the committee, such as reports 
from the American Marketing Association, and 
other organizations and individuals. 


26.3 Pretest of Survey of Selected Consumer 
Inventories and Purchases. (Census Bu- 
reau, Department of Commerce, Wash- 
ington 25, D. C.) [c.H.s.] 


In January 1954 the Bureau of the Census 
conducted a pretest of a survey of selected con- 
sumer inventories and purchases. This pretest 
was conducted in New York City as a supple- 
ment to the Current Population Survey. About 
1,000 households were requested to provide in- 
formation regarding the ownership, date of pur- 
chase, and (for items bought in 1953) the pur- 
chase price for the following products: refrigera- 
tors, clothes-washing machines, clothes dryers, 
freezers, room air-conditioners, television sets, 
and automobiles. In addition, these households 
were asked to report the amount spent for the 
following items in December 1953: women’s and 
girls’ dresses, suits, or coats; men’s and boys’ suits 
or coats; rugs and carpets; chairs, tables, chests, 
couches, beds, and daybeds; paint and wallpa- 


per. 
The field work has been completed and the re- 
sults are now being analyzed. 


26.4 Special Census of Business for the Dallas 
Metropolitan Area. (Census Bureau, De- 
partment of Commerce, Washington 25, 
D. C.) [c.1.s.] 


The Bureau of the Census now is conducting a 
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Special Census, covering the year 1953, in the 
Dallas, Texas, Standard Metropolitan Area. The 
data provided by this Census will make possible 
measurement of the changes which have occured 
since 1948 in the volume of trade, classified by 
kind of business, and in the shifts in trade from 
the central business district to outlying shopping 
centers and other business districts. 

This Special Census, limited to the one metro- 
politan area, is being conducted as a pilot opera- 
tion which will help establish techniques and 
definitions by means of which business districts 
of various types may be identified within large 
metropolitan areas. The Dallas Census is ex- 
pected to provide a test of the feasibility of con- 
ducting similar surveys in intercensal years. 

The Dallas survey is being restricted to the 
collection of data on 1953 sales and receipts vol- 
ume and to information which will permit classi- 
fication by kind of business, form of ownership, 
and location. Data for 1948 will be retabulated 
so that intra-city area comparisons with the 1953 
findings can be made. Release of final results of 
the survey is planned for the end of April 1954. 


26.5 U. S. Statistics: A Hollow Shell? Business 
Week, March 13, 1954, pp. 113-120. [s.B.] 


Business Week analyzed U.S. statistics and 
came up with a disquieting report: with but few 
exceptions the existing statistical services are off- 
base and getting worse. 

There are three reasons why statistics as now 
gathered do not supply sufficiently well the an- 
swers now needed for policy guidance: 1) The 
economy has just grown past our statistical 
guideposts. The total national output of goods 
and services (GNP) has quadrupled and the pop- 
ulation grown by more than 25, per cent since 
the minerals industry were comprehensively 
studied in 1939. Even since 1948, the last Census 
of Manufactures, GNP has jumped $100 million 
annually. 2) We are asking much more of our 
statistical guideposts than ever before, largely 
because the Employment Act of 1946 pinned re- 
sponsibility for a high level of business activity 


on the government. 3) The basic statistical pro- ° 


grams have been starved for funds. 

The article includes a critical discussion of 
eight critical series; the only ones considered in 
good shape are the Federal Reserve Board’s In- 
dex of Industrial Production and Department 
Stores Sales. The responsibility for the deplor- 
able state of affairs is laid directly upon Congress 
which has cut or rejected all appropriations deal- 
ing with statistics. 


29. THEORY OF MARKETING 


29.1 The Marginal and Average Propensities 
to Consume. Joshua C. Hubbard, The 
Quarterly Journal of Economics, Febru- 
ary, 1954, pp. 83-96. [E.p.] 


The facts that (1) the marginal propensity to 
consume is substantially less than the average 
propensity, and (2) the average propensity re- 
mains remarkably constant for long periods have 
been explained on the basis of the upward secu- 
lar shift in the consumption function. This shift 
is believed to be due to (1) population growth; 
(2) the introduction of new consumer goods 
(Wright, Samuelson, Harris); (3) a continuously 
rising standard of living (Wright, Samuelson, 
Hansen, Duesenberry, Tobin, Williams); (4) a 
standard of living based on the previous high 
standard of living (Duesenberry, Hansen); and 
(5) new capital formation causing earning assets 
to rise in relation to income (Klein, Means, 
Tobin, Wright). In general, these theories, ex- 
cept for the last, assume that the average propen- 
sity to consume will fall as investment increases. 
On this and other more specific bases, the theor- 
ies, taken singly, fail to explain the secular 
relation between marginal and average propen- 
sities to consume. 

An alternative theoretical model involving 
process analysis is presented. By showing, first, 
the distinction between the marginal propensity 
to consume due to a rise in real income and that 
due to employment, and second, the impact 
of increased consumption upon employment 
through the multiplier, the author demonstrates 
that the average propensity to consume is 100 
per cent when income is at the break-even point, 
declines as the stream of investment increases, 
and finally rises as the end of the gestation pe- 
riod is reached. 

The conclusions of the pure theoretical model 
are synthesized with the five traditional theories. 
It is also demonstrated that the theory explains 
certain general empirical data on consumer in- 
comes and expenditures. 


29.2 Marketing Structure and Economic De- 
velopment: Comment. Allan G. B. Fisher. 
Reply. Richard H. Holton. The Quar- 
terly Journal of Economics, February, 
1954, 151-154. [E.D.] 

This is a reply by Mr. Fisher to the article by 
Mr. Holton in The Quarterly Journal of Eco- 
nomics, August, 1953, in which Mr. Holton ex- 
pressed concern over the Clark-Fisher thesis 
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(that tertiary production represents a smaller 
percentage of total employment of resources in 
pre-industrialized than in industrialized areas) 
and an additional comment by Mr. Holton. 

Mr. Fisher briefly restates his original proposi- 
tion and indicates the absence of a rigorous defi- 
nition of tertiary production. He reiterates his 
earlier observations that rising average income 
levels have tended to be associated with rela- 
tively larger employment in tertiary activities, 
although he recognizes that the reasons for call- 
ing attention to this twenty years ago are not 
identical with those which today justify the 
study of tertiary production. He further indi- 
cates that the thesis is useful in the study of 
Puerto Rico. 

Mr. Holton courteously raises questions re- 
garding consistency in Mr. Fisher’s statements 
and restates his original proposition that mar- 
keting, and especially food distribution, can play 
an important role in an underdeveloped area. 


31. TRANSPORTATION 


$1.1 Transportation: Who'll Be Carrying the 
Load—and Why. Business Week, Febru- 
ary 27, 1954, pp. 102-119. [s.B.] 

Transportation, as a whole is a growing indus- 
try but not a growth industry: the volume of 
freight has risen at the same rate as the nation’s 
output of goods and services; but transporta- 
tion’s share of the nation’s sales dollar has fallen 
from 7.5 per cent in 1929 to 5.2 per cent in 1952, 
lowest in history. It’s true of course that some of 
the savings have come from gains in productivity 
of transportation facilities. However, some peo- 
ple say that moss-coated theories of rate-fixing 
stand in the way of utilizing each type of trans- 
portation service at its maximum efficiency. 

The most significant shifts, especially postwar, 
have been: in freight, from railroad to the truck; 
in passengers, from railroad to air lines. The 
choicer part of the business railroads carry is be- 
ing carved away on all sides, leaving them with a 
core of low-profit bulk commodities. And even 
these low-rate commodities are threatened by the 
barge lines. However, in freight, the migration 
from one carrier to another seems to be petering 
out, leaving the railroads still alive. 

In the big picture of the nation’s transporta- 
tion, the No. 1 question is what the railroads can 
or will do to regain their competitive position, 
in both freight and passenger service. Some in- 
novations are railroad-owned coordinated truck 
service, trailer-on-flatcar or “piggyback” service, 


and local pick-up and delivery on l.c.l. ship- 
ments. However, on the last, all evidence indi- 
cates that l.c.l. out-of-pocket expenses have ex- 
ceeded l.c.l. revenue for the past 25 years. 

In the long run, all American transportation 
is handicapped by the fact that they are not free 
agents; the nation’s transportation industry is 
steered by federal and state legislative, adminis- 
trative and regulatory body. As a result, each 
form of transportation can point to a rival who 
is getting some kind of direct or indirect subsidy. 
Costs are unevenly laid upon shippers. As a con- 
sequence, all carriers will agree, the country isn’t 
getting the best possible transportation for its 
dollar. 


32. WHOLESALING 


$2.1 Apologia for the Wholesaler. F. Murray 
Milne, Scientific Marketing, January, 
1954, pp- 289-295. [E.D.] 
The functions, present importance, and com- 
petitive position of wholesalers are described in 
nonstatistical terms. 


$2.2 New Breed of Wholesaler. Business Week, 
January 23, 1954, pp. 41-44. [s.B.] 

The rack jobber is a wholesaler who special- 
izes in servicing the non-food items in super- 
markets—housewares, drugs, toiletries, toys, etc. 
He takes full responsibility for the merchandise 
in the store—the retailer supplies the space, col- 
lects the cash at the check-out counter, and noth- 
ing more. The rack jobber is strongest in house- 
wares where 66.8 per cent of 2,931 recently sur- 
veyed supermarkets (not of the companies) used 
this distribution channel; his rate of use for soft 
goods, drugs and toys varied from 46.6 per cent 
to 28.4 per cent. In exchanre for his services, the 
rack jobber will pick up 25 to go per cent of the 
retail sales price of the merchandise. His func- 
tions boil down in essence to two: relieving the 
supermarket of a considerable inventory prob- 
lem; and taking over the merchandising func- 
tion. 

In housewares, items are not bought week 
after week. Therefore stocks must be rotated to 
keep sales at a peak. A supermarket would have 
to return shelf items to the warehouse. The rack 
jobber rotates the items to other stores on his 
route. Also the rack jobber assumes the risk—if 
an item doesn’t sell, out it goes; furthermore if 
the rack itself doesn’t bring enough profit to 
warrant the space, out it goes. 
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The bulk of a supermarket’s business is food, 
which moves without any special push. House- 
wares are different—they need special displays, 
they must be packaged right and priced right. 
The rack jobber takes over this specialized func- 
tion and keeps on getting better at it. 

The rack merchandisers are convinced they 
are here to stay. Many trade observers agree, 
though some feel that over the long term they 
may lose some of their drug business which has 
the brand name to help move it. As long as a 
supermarket is primarily concerned with fast- 
moving, low-margin items such as food, it will 
need special help to sell non-foods. Why stick to 
non-foods? The reason is simple: Only 14 of 1% 
of a large national chain’s business volume is in 
housewares. But on that slim fraction of sales, 
the chain made 17% of its total profit. 


33. UNCLASSIFIED 


33.1 Design for the American Market. Claud 
Bunyard, Scientific Marketing, October, 
1953, 52-56. [E.p.] 

An Englishman, now living in the United 
States, comments on the important status of the 
‘designer in the United States and on some of the 
style characteristics preferred by American con- 
sumers, particularly in the “quality” and “spe- 
cialist” markets. There is an increase in the de- 
mand for “contemporary” (versus “traditional’’) 


styles, particularly those which are functional. 
The author believes that, with notable excep- 
tions, American products are well finished but 
less well constructed than British, and Ameri- 
cans, while appreciating quality, will not buy 
unless there is also an attractive appearance. 


33.2 What Makes a Committee Tick. Business 
Week, March 20, 1954, pp. 42-47. [s.B.] 


For the past seven years, Prof. R. F. Bales, 
Harvard sociologist, has made a laboratory of 
what makes a committee tick—or what keeps it 
from ticking. This spring, the Bales group will 
try to determine by controlled experimentation 
whether its theories can be used to set up more 
efficient committees. This body of theory on 
committees is still in the embryo state, but suffi- 
cient evidence sets the optimum number of com- 
mittee members as five, with seven as the top 
limit for efficiency. Beyond that point, “low par- 
ticipators” tend to stop talking to one another. 

The Bales group thinks its most revolutionary 
finding is that a committee has not one, but two 
leaders—a task leader and a social leader, either 
one of whom may be the chairman. People must 
be one or the other; interestingly enough most 
people prefer to keep their popularity rather 
than their task leadership. It appears that in 
dual leadership, two men operating together are 
far more effective than either could be on his 
own. 
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Legislative and Judicial Developments 
in Marketing 


WILLIAM F. BROWN, Editor 
University of California, Los Angeles 


Editorial Staff: KENNETH J. CURRAN, Colorado College 
RALPH L. WESTFALL, Northwestern University 


The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest, (2) new cases which consti- 
tute more or less routine reaffirmation of well estab- 
lished rulings, (3) decisions handed down by inferior 
courts which are likely to be reviewed by higher 
courts or which deal with trivial problems. 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, Current 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 
specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


I. REGULATION OF MONOPOLISTIC 
METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


II. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 


III. REGULATION OF PRICE COMPETI- 
TION 
A. Price Discrimination 
B. Resale Price Maintenance 
C. Price Control (Minimum and Maxi- 
mum) 


IV. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 
A. Operating Features of Marketing Insti- 
tutions 
B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements, etc. 


V. REGULATION OF UNFAIR COMPETI- 
TION 
A. Advertising 
B. Non-Advertising Promotional Methods 
C. Trade-Marks and Trade Names 


I. REGULATION OF MONOPOLISTIC 
METHODS 


A. Market Control 


1. Pillsbury Mills, Inc., FTC Dkt. 6000, 
CCH 11,582 (December, 1953). [K-.J.c.] 


In December, 1950 Congress amended Sec. 7 
of the Clayton Act to extend the ban on the ac- 
quisition of stock of competing companies to the 
acquisition of their assets, with the purpose of 
plugging the loophole through which combina- 
tions had been effected to the detriment of com- 
petition. (See JOURNAL OF MARKETING, April, 1951, 
Pp- 494.) Three years later, almost to the day, the 
Federal Trade Commission delivered its first de- 
cision interpreting the amendment, and the long 
process of breathing life and meaning into the 
words of the Congress had begun. 

The Federal Trade Commission’s decision was 
not a final decision disposing of a case but was 
merely a reversal of the action of a hearing ex- 
aminer who had dismissed a complaint against 
Pillsbury Mills for want of reliable evidence. 

Briefly, the facts of the case are these. In 1951 
and 1952 Pillsbury Mills, the second largest flour 
miller in the country, acquired the assets of Bal- 
lard and Ballard Co. and Duff's Baking Mix Di- 
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vision of the American Home Products Corpora- 
tion. The acquisitions increased its capacity for 
milling flour by only six per cent but had a more 
serious impact on certain specialized markets. 
For example, they increased Pillsbury’s share of 
the market for flour-base mixes in the Southeast 
from about 23 per cent to about 45 per cent. The 
Commission issued a complaint against Pillsbury 
and subpoenaed it to deliver production and 
sales figures. These figures were not produced 
and instead of enforcing the subpoenas in the 
courts, the Federal Trade Commission’s counsel 
supporting the complaint built his case on cer- 
tain data he had secured in other ways. The 
hearing examiner dismissed the complaint be- 
cause he did not think this evidence was reliable. 
The Federal Trade Commission overruled him 
and sent the case back to him for further consid- 
eration. 

In the Commission’s decision, written by the 
Chairman, Mr. Edward F. Howrey, a start was 
made in interpreting the amendment. The 
amendment makes it illegal for a corporation to 
acquire the stock or assets of another corpora- 
tion where “the effect of such acquisition may be 
substantially to lessen competition, or to tend to 
create a monopoly.” This qualifying phrase 
reads about the same as the qualifying phrase 
limiting the application of section 3 of the Clay- 
ton Act which outlaws tying contracts and exclu- 
sive dealing. About the only change made in the 
wording was to remove a split infinitive. Thus 
the question arose whether the interpretations 
of sections 3 and 7 should be substantially the 
same in their respective spheres. 

In interpreting section 3 the Supreme Court 
has ruled to the effect that competition has been 
substantially lessened if the practice concerned 
—tying practices or exclusive dealing—involves a 
substantial amount of trade. (International Salt 
Co. v. United States [332 U.S. 392 (1947)]; Stand- 
ard Oil Co. of California v. United States [337 
U.S. 293 (1949)]). Thus section 3 violations have 
almost achieved the status of per se offenses. Mr. 
Howrey rejected a similar interpretation for sec- 
tion 7. It did not follow, according to him, that 
just because the wording of the qualifying 
clauses was similar the clauses should be simi- 
larly interpreted. The interpretations should be 
in the light of the purposes of the sections which 
were quite different, for while the purpose of 
section 3 is to guarantee buyers and sellers the 
right to trade with whomever they wish, the pur- 
pose of section 7 is to prevent “adverse changes 


in competitive patterns... .” Moreover, the 
Commission was created as a body of experts 
capable of reaching sound decisions after a study 
of all the facts, and if it did nothing but promul- 
gate per se doctrines, the very rationale for its 
existence would disappear. Thus he concluded 
that in determining the legality of a merger un- 
der section 7 “there must be a case-by-case ex- 
amination of all relevant factors in order to as- 
certain the probable economic consequences.” 

Having held that mergers involving a substan- 
tial amount of trade were not illegal per se, Mr. 
Howrey proceeded to consider whether the test 
of the legality of a merger under section 7 was 
the same as the test of its legality under the Sher- 
man Act—i.e., presumably the rule of reason. 
This idea he rejected, claiming that one of the 
very purposes of the 1950 amendment was to 
re-establish the difference between Sherman Act 
and Clayton Act violations after the courts had 
insisted on applying substantially the same tests 
to each. The difference he felt lay in the fact 
that the purpose of the Clayton Act was to reach 
incipient violations of the Sherman Act. That is, 
a lower standard of proof was required in the 
case of the former, and whereas, for example, the 
legality of the Columbia Steel-Consolidated 
Steel merger had been upheld in 1948 under the 
Sherman Act, it probably would not have been 
approved had the amended section 7 then been 
in existence. 

The amended section 7 could, perhaps, be 
summarized in the light of Mr. Howrey’s de- 
cision as follows. The amendment of course ex- 
tended the ban on stock acquisitions to asset 
acquisitions. However, it relaxed the prohibi- 
tions of the law in that instead of making the 
test of the legality of an acquisition the effect on 
competition between the acquired and acquir- 
ing corporations, it made the test the probable 
impact on competition in some line of com- 
merce. However, this apparent relaxation is 
more apparent than real, for the courts had 
interpreted the old section 7 to add little to the 


_ Sherman Act. The amended section is not to 


employ the Sherman Act test of legality but 
rather requires a lower standard of proof, since 
its purpose is to reach monopolies in their in- 
cipient stages. However, the amendment has not 
made stock and asset acquisitions illegal per se 
when a substantial amount of competing trade 
is affected. Such acquisitions are to be judged in 
view of their probable effect on competition as 
determined in the light of all the facts known. 
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2. United States v. The New York Great 
Atlantic and Pacific Tea Company, Inc., et al., 
CCH { 67,658 (Consent Decree, D.C.S.N.Y., 
January, 1954). [K.J.c.] 

On January igth, 1954 the famous civil suit 
brought by the Department of Justice in Septem- 
ber, 1949 against the A & P was settled by a 
consent decree. This suit, which sought the dis- 
memberment of the A & P organization into 
seven regional retail chains and the divorcement 
of retailing from manufacturing operations, had 
aroused unprecedented controversy. Some saw 
in it a continuation of the New Deal’s crusade 
against business octopuses. Others thought it, 
like the Robinson-Patman Act, was an effort to 
shore up out-moded retailers against the inroads 
of progress. According to an economic theory 
of recent development, it was a stupid attack on 
the housewife’s best friend and a blow levelled 
at her only protection against exploitation by 
powerful manufacturers—i.e., at the countervail- 
ing power of the large retailers. (See J. K. Gal- 
braith, American Capitalism.) 

The settlement of the A & P suit was by con- 
sent decree and so it adds nothing to our 
knowledge of the antitrust laws. In general, it 
represents a victory for the Company against 
the Government, for the latter secured none of 
its major objectives. 

Much of the decree is little more than an 
order to observe the various dictates of the 
Robinson-Patman Act. However, it also requires 
the A & P to dissolve its subsidiary, the Atlantic 
Commission Company (Acco). It was this Com- 
pany that Judge Lindley, in deciding the old 
criminal prosecution against the A & P in 1946, 
described as a “rotten thread” running through 
the fabric of the A & P organization (67 F. Supp. 
626). Apparently his objection to it was the 
fact that it had engaged in inconsistent activities, 
buying produce for both the A & P and for com- 
petitors whose cost it weighted by charging a fee 
which went to swell A & P’s profits. Acco is now 
to be dissolved and to make the dissolution stick, 
the consent decree forbids the A & P to buy for the 
account of competitors or to sell them anything 
except foods manufactured or processed by the 
A & P organization. Such sales are to be made at 
prices no higher and on terms no less favorable 
than those quoted the various parts of its own 
organization. 

The consent decree also forbids the A & P to 
operate deliberately any of its seven retail divi- 
sions at a loss with the intention of thereby 
eliminating local competition—a practice which 


the Government charged had been followed at 
times in the past. 


B. Collusive Practices 


1. The People v. Building Maintenance 
Contractors’ Association, Inc., et al. 264 P.2ad 
31 (Calif. Sup. Ct., December, 1953). [K.J.c.] 


In a decision involving a San Francisco asso- 
ciation of building maintenance contractors, the 
California Supreme Court ruled that an amend- 
ment to the state antitrust laws was invalid be- 
cause of its vagueness. The amendment (Sec. 
16723 of the Business and Professions Code) 
permitted agreements among businessmen with 
the object of promoting the conduct of their 
operations at a reasonable profit. This amend- 
ment was invoked by the Building Maintenance 
Contractors’ Association to defend its practice 
of discouraging competitive bidding by requir- 
ing all members to bid above the prevailing con- 
tract price when a customer of one of its mem- 
bers sought to switch its business to another 
company without sufficient reason. The Court 
felt that the term “reasonable profits” was too 
vague to furnish a guide to conduct. Business- 
men would have no way of knowing when their 
conduct approached the line dividing the legal 
from the illegal. 


2. Theatre Enterprises, Inc. v. Paramount 
Film Distributing Corp., et al., 74 S. Ct. 257 
(January, 1954). [K.J.c.] 

One of the more important legal develop- 
ments in antitrust enforcement during the dec- 
ade of the 1940’s was the broadening of the 
conspiracy doctrine. Whether this development 
is described as more emphasis by the courts on 
circumstantial evidence of agreement or as the 
elevation of “consciously parallel action” to the 
status of illegal conspiracy, the fact remains that 
in the past fifteen years the courts have been 
finding illegal conspiracy in evidence they would 
hardly have accepted as conclusive thirty years 
ago. 

The position of the Supreme Court with re- 
gard to parallel action by businessmen prior to 
the broadening of the conspiracy doctrine may 
be seen in the United States Steel and Interna- 
tional Harvester decisions. In the former the 
Supreme Court said in regard to the alleged imi- 
tation of United States Steel’s policies by com- 
petitors, that the law “does not compel com- 
petition nor require all that is possible.” (251 
U.S. 417, 451 [1920]). In the latter case, the 
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Court reiterated that “the fact that competitors 
may see proper, in the exercise of their own 
judgment, to follow the prices of another manu- 
facturer, does not establish the suppression of 
competition or show any sinister domination.” 
(274 U.S. 693, 708-709 [1927]). 

Perhaps it may be said that the broadening of 
the conspiracy doctrine began with the Supreme 
Court’s decision in Interstate Circuit, Inc., et al. 
v. United States (306 U.S. 208 [1939]) when Mr. 
Justice Stone wrote: “Acceptance by competi- 
tors, without previous agreement, of an invita- 
tion to participate in a plan, the necessary con- 
sequence of which, if carried out, is restraint of 
interstate commerce, is sufficient to establish an 
unlawful conspiracy under the Sherman Act.” 
(p. 227.) Seven years later in the American 
Tobacco decision Mr. Justice Burton wrote for 
the Supreme Court: “No formal agreement is 
necessary to constitute an unlawful conspiracy. 
. . . The essential combination or conspiracy in 
violation of the Sherman Act may be found in a 
course of dealing or other circumstances as well 
as in an exchange of words.” (328 U.S. 781, 809- 
810 [1946)]). 

In Theatre Enterprises v. Paramount Film 
Producing Corp. decided last January, the 
Supreme Court makes clear that there are 
definite limitations to the extension of the con- 
spiracy doctrine and that although consciously 
parallel action may constitute an illegal con- 
spiracy, it need not be so interpreted if the 
circumstances are such that the common de- 
cisions may be attributed to the exercise of indi- 
vidual business judgment. 

The Theatre Enterprises case involved a 
triple damage suit by Theatre Enterprises 
against Paramount and other motion picture 
producers and distributors. Theatre Enterprises 
owned a theatre in the suburbs of Baltimore and 
alleged that it suffered damages when Para- 
mount and the others rebuffed its requests to 
obtain first-run features, advancing similar 
reasons for their actions—namely that the theatre 
owned by Theatre Enterprises was too small to 
justify exclusive first-runs. In the District Court 


a jury had given a verdict against Theatre ' 


Enterprises which had been affirmed in the 
Court of Appeals. (201 F. 2d. 306.) In its appeal 
to the Supreme Court, Theatre Enterprises 
argued that such parallel action by Paramount 
and the others constituted a conspiracy illegal 
under the Sherman Act and that the District 
Judge should have directed a verdict in its favor. 
This the Supreme Court refused to admit, main- 
taining that although business behavior is ad- 


missible circumstantial evidence of agreement, it 
had “never held that proof of parallel business 
behavior conclusively established agreement. 
... ” (p. 259). According to the Court: “Cir- 
cumstantial evidence of consciously parallel be- 
havior may have made heavy inroads into the 
traditional judicial attitude toward conspiracy; 
but ‘conscious parallelism’ has not yet read con- 
spiracy out of the Sherman Act entirely.” (pp. 
259-260). In this case Paramount and the others 
denied collaboration and attributed their uni- 
form action to the exercise of “individual busi- 
ness judgment motivated by the desire for maxi- 
mum revenue.” (p. 260). Thus the district judge 
had not been in error when he had submitted 
the facts of the case to the jury instead of direct- 
ing a verdict. 

The ruling of the Supreme Court that the cir- 
cumstances under which parallel action arises 
must be submitted to scrutiny before judging 
whether the parallel action constitutes a con- 
spiracy is a healthy development. However, this 
case does little to lift the mist of doubt and un- 
certainty surrounding the prohibitions of the 
Sherman Act, because parallel action which is 
not the outcome of explicit agreement may al- 
ways be attributed to “individual business judg- 
ment motivated by the desire for maximum reve- 
nue.” A better description of the origin of price 
leadership and market sharing could hardly be 
phrased. 


3. United States v. American Lead Pencil 
Co., et al., CCH 4 66,110 (D.C. N.J.) [K.J.c.] 


On January 26, 1954 the Department of Jus- 
tice brought a criminal prosecution and a civil 
suit against the four largest domestic pencil 
manufacturers charging them with collective 
price-fixing. Ten days later (February 5, 1954) 
the civil suit was settled by a consent decree and 
the four companies entered pleas of nolo con- 
tendere to the criminal prosecution, thereby set- 
ting a record, or near-record, for speed of settle- 
ment. The Commerce Clearing House attributes 
the speed to the new policy of the Department 
of Justice of reaching agreement with the de- 
fendants first and filing the complaints later. 
That the Department does follow such a policy 
was indicated last August by Judge Barnes, the 
head of the Antitrust Division, in a speech be- 
fore the American Bar Association. He stated 
that at that time he had two complaints prepared 
for filing but was holding them up pending a con- 
ference with the defendants looking toward a 
settlement. 
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4. United States v. Employing Plasterers’ 
Association of Chicago, et al., 74 S. Ct. 452 
(March, 1954). [K.J.c.] 


In June and July, 1952 the Department of 
Justice brought criminal and civil actions 
against a trade association of Chicago plaster- 
ing contractors and a local labor union charg- 
ing that since 1938 they had conspired to re- 
strain and monopolize trade in violation of the 
Sherman Act by preventing certain contractors 
from doing business in the Chicago area. Al- 
though there was no question about the sup- 
pression of competition, the District Court (N. 
Ill.) dismissed the complaint on the ground that 
the restraint lay beyond the jurisdiction of the 
Sherman Act because it was not in interstate 
trade. (118 F. Supp. 387 [July, 1953]). In a de- 
cision involving the civil suit, a majority of the 
Supreme Court reversed the District Court, rul- 
ing that by limiting those who could ply the 
plastering trade in Chicago, the defendants had 
affected the flow of plastering materials into 
Illinois from other states. Such an impact on 
interstate commerce was direct enough to bring 
the alleged conspiracy within the scope of the 
Sherman Act. 

Justices Minton and Douglas dissented, hold- 
ing that building is local in nature and, as a 
result, the restraint was not in interstate com- 
merce. They distinguished between the nar- 
rower jurisdiction of the Sherman Act which 
only embraces conspiracies “‘in restraint of trade 
or commerce among the several States” and the 
broader scope of acts such as the Labor Manage- 
ment Relations Act which embraces certain 
practices “affecting (interstate) commerce.” 
(Italics mine.) 

The above decision accompanied a decision 
in United States v. Employing Lathers’ Associa- 
tion of Chicago. (74 S. Ct. 455.) The facts of the 
two cases and the Court’s decisions were sub- 
stantially the same. 


5. United States v. Armour & Co., et al. 
CCH 4 66,117 (Suit dismissed, March, 1954). 
[K.J.c.] 

In September, 1948 the Department of Justice 
climaxed its long history of litigation against 
the major meat packers by filing a civil suit 
against Armour, Swift, Cudahy and Wilson 
charging violations of the Sherman Act and 
seeking to dissolve the four packers into fourteen 
independent and competing companies. Accord- 
ing to the Government, the companies’ power 
to suppress competition was so great and so 


deeply imbedded in their methods of doing 
business, that nothing less than their dissolution 
could produce competition. 

In March, 1954 the Government dropped the 
suit, explaining that because the judge had 
ruled that no evidence relating to the defend- 
ants’ activities prior to 1930 would be accepted, 
the Government had lost the best part of its 
case and it would be foolish to proceed with it. 


II. REGULATION OF PRODUCT CHAR- 


ACTERISTICS 


A. Product Standards 


1. Kansas Packing Co., Inc. v. City of New 
York, 127 N.Y.S.2d 107 (N.Y. Sup. Ct., Decem- 
ber, 1953). [R-L.w.] 


Federal Meat Inspection Regulation allows a 
maximum of 20% of curing solution in a corned 
beef brisket. The New York City Sanitary Code 
set a lower limit of 10%. The City claimed the 
more stringent ruling was proper exercise of 
police power. The issue was a legal one only. 

Corned beef could be inspected by Federal 
authorities and approved for interstate com- 
merce but the New York City Code could pre- 
vent it from being sold in that city. The court 
found this conflict between a local and Federal 
law to be intolerable and held any state or local 
law must fall in such a situation. 

This is an unusual case. Federal food and 
drug laws are frequently more stringent than 
state laws, but the reverse is uncommon. 


III. REGULATION OF PRICE COMPETI- 
TION 


B. Resale Price Maintenance 


1. General Electric Co. v. Packard Bam- 
berger & Co., 102 A. 2d 18 (N.J. Supreme Ct., 
December, 1953). [W-F-B.] 


Lionel Corp. v. Grayson-Robinson Stores, 
104 A.2d 304 (N.J. Supreme Ct., April, 1954). 


The first of these decisions is characteristic of 
many now appearing as “fair-trading” sellers 
and “non-signer” dealers take action to test 
judicial attitudes in each jurisdiction toward the 
McGuire Act. Here, as in most instances, the 
court rules that the McGuire Act has removed 
the ban which, according to the Supreme Court 
in the first Schwegmann decision, the Sherman 
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Act placed upon the use of the non-signer clause 
in interstate commerce. 

The second case is very similar to the first in 
its effect. Apparently for the first time in New 
Jersey a non-signer has attacked the state fair 
trade act on the grounds that the non-signer 
clause of the act is in violation of the due process 
of law, equal protection of the law, and undue 
delegation of legislative power aspects of the 
Federal Constitution. The court, in answering 
defendant’s complaint, points out quite logically 
that the United States Supreme Court had dis- 
missed these charges in the Old Dearborn de- 
cision (299 U.S. 183) and that in the light of the 
denial of certiorari in the Schwegniann Brothers 
Giant Super Market case (the second Schweg- 
mann case, reported in the January, 1954, issue 
of this section) there is no reason to believe that 
the nation’s highest tribunal has altered its posi- 
tion in this matter since the McGuire Act was 
passed. But perhaps the greatest significance of 
the decision lies in the special concurring 
opinion prepared by Justice Heher in which he 
agrees that there is no basis on which to review 
the issue of Federal constitutionality, but goes 
on to state that “There is now reason to believe 
that the fair trade principle is used by distribu- 
tors as a device to stifle price competition, in 
the name of protection to the producer’s 
property right in his trade-mark . . . and such 
is perforce an arbitrary and unreasonable regula- 
tion of the non-signer’s business and a delega- 
tion of the legislative power in violation of our 
own Constitution. ... Perhaps the time has 
come for a legislative reassessment of the policy 
in the context of prevailing trade practices and 
concepts and the teachings of experience.” How- 
ever, he regretfully points out that the defend- 
ant had not raised the issue of New Jersey’s 
constitution and thus precluded adequate 
consideration of this aspect of the topic. 


2. Miles Laboratories v. Eckerd, CCH 4 
67,700 (Florida Supreme Ct., March, 1954). 
[W.F.B.] 


The Supreme Court of Florida has been . 


unique among such state tribunals in its con- 
sistent opposition to resale price maintenance; 
it clearly recognizes that its position has been in 
conflict with practically all other high courts of 
the land and ‘it seems to take pride in this differ- 
ence and in the fact that, more recently, a small 
but increasing number of other courts is follow- 
ing its lead. (For a more extensive treatment of 
this topic see the review of the Seagram case and 


the citations included therein in the April, 1951, 
issue of this section.) In this proceeding the 
court once again is called upon to determine the 
constitutionality of a Florida fair trade act—this 
one specifically enacted in order to overcome the 
weaknesses which the court had observed in the 
earlier law. The court rather summarily rejects 
the efficacy of the changes, noting that most of 
them are mere legislative conclusions respecting 
“facts” which are non-existent. The opinion 
includes a review of many decisions and sum- 
marizes the court’s position—that resale price 
maintenance is fundamentally representative of 
an economic philosophy contrary to that of a 
free competitive society. 


g. Also noted: 


(a) General Electric Co. v. J. L. Brandeis & 
Sons, CCH 4 67,682 (Dist. Ct. of Nebraska, 
February, 1954), first rules that the Nebraska fair 
trade law is unconstitutional on _ technical 
grounds (the court perceives a defect in its title) 
and then goes on to declare that the statute is 
not within the police power because it is against 
public interest and because it constitutes an un- 
lawful delegation of legislative authority to 
private hands. 

(b) Sherwin-Williams Co. v. Bargain Barns, 
CCH 4 67,697 (U.S.D.C., S.D. Indiana, Febru- 
ary, 1954) upholds the validity of the non-signer 
clause of the state’s fair trade law both in terms 
of the state and the Federal constitutions. 

(c) Frawley Corp. v. Grosslight, CCH § 67,681 
(Calif. Superior Ct. for Los Angeles County, 
January, 1954), rules that, although many re- 
tailers have allowed their employees to buy 
plaintiff's product at employee discounts, such 
action does not constitute price cutting within 
the meaning of the state’s fair trade act and does 
not render plaintiff's minimums unenforceable. 


(d) Sunbeam Corp. v. Windsor-Fifth Avenue, 
Inc., 102 A. 2d 25 (N.J. Supreme Ct., December, 
1953), upholds the issuance of an injunction 
which required defendant to cease cutting prices 
and specified that defendant must give plaintiff 
the opportunity to repurchase its branded prod- 
ucts at original invoice prices before placing 
them in a close-out sale at below their fair-traded 
minimum prices (although the New Jersey fair 
trade law does not include such a provision). 

(e) Schwartz v. Kelley, 346 U.S. 891 (Decem- 
ber, 1953), finds the Supreme Court denying 
certiorari in connection with the Connecticut 
decision reported in the January, 1954, issue of 
this section, upholding application of resale 
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price maintenance in the liquor industry by a 
state board. 


C. Price Control (Minimum and Maximum) 


1. Abbotts Dairies, Inc. v. Armstrong, 102 
A. 2d 372 (N.J. Supreme Ct., January, 1953). 
[w.F.B.] 


One of the greatest dangers that any particu- 
lar group may risk in seeking special supporting 
legislation is the long-run possibility that as 
conditions change the very statute the group 
has succeeded in obtaining may prove to be 
the opening wedge for further regulation which 
it finds highly disadvantageous. In 1933 the 
milk industry faced disastrously low prices; in 
many states members of the industry called upon 
legislatures to enact laws which would provide 
for the establishment of floors under prices. The 
New York milk control statute, which slightly 
preceded the New Jersey measure here inter- 
preted, was upheld by the United States Su- 
preme Court in Nebbia v. New York, 291 U.S. 
502 (1934), in which the majority of the Court 
agreed that the milk industry was so affected 
with the public interest that price regulation 
was permissible. Since 1933 in New Jersey, as 
in many other states, prices of fluid milk from 
producer to consumer have been governed by 
the schedule of minimum prices promulgated 
from time to time by the state’s Milk Control 
Board, or its successor, the Office of the Milk 
Industry. However, for the first time, in 1952, 
the Director of the Office decided to establish 
maximum as well as minimum prices, and the 
dairies (plaintiffs) are complaining that the stat- 
ute does not empower such action. — 

In denying this contention the state’s highest 
court simply points out that the law originally 
specified neither maximum nor minimum 
prices, but charged the Board with power to fix 
prices for fluid milk to producers and consumers 
in order to “ensure a sufficient quantity of pure 
and wholesome milk to the inhabitants of this 
State. .”’ The court admits that the prob- 
lem originally presented to the legislature in 
1933 was the contention that low prices threat- 
ened to greatly reduce the supply of milk avail- 
able to the public, but it notes that circum- 
stances have changed substantially since that 
time and argues that regulation might well be 
necessary to prevent prices from rising so high 
as to prevent inhabitants from acquiring an 
adequate supply of milk. Apparently the Direc- 
tor had arrived at such a conclusion after hold- 
ing the hearings required by law. In the court's 


opinion the statute gives him this power even 
though it does not specifically refer to maxi- 
mum prices. His only error, for which the case 
is remanded to him, was a failure to adequately 
state his findings in support of the ruling so 
that there might be judicial review of the rea- 
sonableness of his conclusions. 


IV. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 


A. Operating Features of Marketing Insti- 
tutions 


1. Lee Optical of Oklahoma, Inc. v. Wil- 
liamson, 120 F.Supp. 128 (U.S.D.C., W. Okla- 
homa, March, 1954). [W.F.B.] 


The legislative power to pass laws for the 
protection of the public and for the general 
welfare is not infrequently exercised more for 
the protection of the economic position of a par- 
ticular pressure group than for the general good. 
In reviewing such legislation the courts are in a 
difficult position. They must recognize the right 
of the legislature to establish basic policies 
within the broad framework of Federal and state 
constitutions, but they should guard against 
enactments which, even though actually protect- 
ing the general welfare, go much further than 
necessary for this purpose in restricting the free- 
dom of individuals. An excellent statement of 
this guiding principle is laid down in the Dean 
Milk Co. case reported in the April, 1951, issue 
of this section. 

The present decision deals with a measure 
passed by the Oklahoma legislature that seems 
to have only the faintest relationship to the gen- 
eral welfare though it provides a clear-cut advan- 
tage to a special group. The statute prohibits 
opticians from supplying wearers of eyeglasses 
with replacement or duplicate lenses or frames 
except upon prescription from licensed opthal- 
mologists or optometrists. Adequate evidence 
apparently demonstrated that opticians, who 
are skilled artisans, had the requisite knowledge 
and ability to measure and replace broken 
lenses and frames. To require a prescription, 
then, served chiefly as a device to enable optom- 
etrists and ophthalmologists to obtain more 
fees, with the added possibility, of course, that 
the sale of the replacement or duplicate lenses 
would be diverted from opticians to themselves. 
How great was the concern for the public wel- 
fare in the legislature is indicated by the fact 
that the measure expressly exempted from its 
operation the sellers of ready-made glasses! For- 
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tunately, ia this decision the court condemns 
the statute as an unreasonable exercise of the 
police power and an attempt to unjustifiably 
oppress a particular trade, one already subject 
to extensive regulation designed to safeguard 
the public. 


V. REGULATION OF UNFAIR COMPETI- 
TION 


A. Advertising 


1. Prima Products, Inc. v. Federal Trade 
Commission, CCH 4 67,663 (CCA 2, January 
1954). [R-L.w.] 


Prima Products makes a waterproofing paint 
which it sells under the trade name “Aquella”. 
In advertising this product Prima Products 
claimed the paint would waterproof masonry, 
it was used on the Maginot Line, it was easy to 
apply, etc. The Commission ordered such adver- 
tising stopped on the grounds it was misleading. 
The Court sustained the Commission order 
with slight modification. 

In sustaining the Commission Judge Medina 
took the occasion to call the case a “tempest in 
a teapot” and to tell the Commission that justice 
would have been served better if it had accepted 
a stipulation drawn up much earlier in the pro- 
ceedings. 

Trade Practice Rules for the masonry water- 
proofing industry state that it is an unfair prac- 
tice to use the term “waterproofing” in describ- 
ing a product unless it makes masonry absolutely 
waterproof under all conditions. Apparently no 
product now known will do this. With reference 
to these Rules the Court found: “As these Rules 
are applicable alike to all members of the in- 
dustry, petitioner must comply with them.” In 
Standard Distributors v. FTC, reported herein, 
the Commission and Court held that compliance 
with Trade Practice Rules did not mean an 
action was legal. It would seem this paradox 
might cause confusion among businessmen. 


B. Non-Advertising Promotional Methods 


1. Standard Distributors, Inc. v. Federal 
Trade Commission, 211 F.2d 7 (CCA 2, Febru- 
ary, 1954). [R-L.w.] 

Standard Distributors, Inc., a book distribu- 
tor, was accused of deceptive selling practices 
because its salesmen misrepresented their prod- 
uct. The FTC issued a cease and desist order 
which was upheld in this Circuit Court decision. 

In defense Standard Distributors pointed out 
that they had made efforts to stop misrepresen- 
tation by salesmen. The Court found, however, 
that the company selected and trained the sales- 
men, that the salesmen were the authorized 
agents of the company, and the company bene- 
fited from sales induced by the misrepresenta- 
tions. Therefore, the company was responsible 
for the agents’ activities no matter what efforts 
it had made to stop the deceptive practices used 
by the salesmen. 

The risk that a salesman will misrepresent his 
company’s product must be borne by either the 
seller or the buyer. In the Court’s opinion the 
seller is more able to bear this risk. 

An interesting aspect of this case for market- 
ing students is the attitude of both the Commis- 
sion and the Court towards the Trade Practice 
Rules drawn up by the Commission and the 
company’s industry. These rules state that any- 
one who makes an honest effort to comply with 
the letter and spirit of the rules “shall not be 
held to have engaged in unfair practices.” Both 
the Commission and the Court held that such 
rules were advisory only and had no effect on 
the action of the Commission. While it is under- 
stood that Trade Practice rules do not supercede 
laws, many instances such as this will increase 
the doubts among businessmen as to the value 
of such rules. Compare this with Prima Products, 
Inc. v. FTC, reported in this issue, in which the 
Court orders the company to comply with a 
Trade Practice Rule. 
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MARKETING CHANNELS FOR MANUFACTURED PROpD- 
ucts, edited by Richard M. Clewett. (Home- 
wood, Illinois: Richard D. Irwin, Inc., 1954. 
Pp. 518. $6.00.) 


In the last few years there has been a consider- 
able upsurge of interest in the study of market- 
ing channels. This is as it should be, for, after 
all, the channel is the one structure of marketing 
that embraces the complete marketing “cycle” 
for a product, and which, therefore, provides 
one of the best means for integrating our per- 
spective of distribution. To this end the present 
volume makes a distinct contribution. In it the 
editor, Richard Clewett, has brought together 
a presentable group of authoritative contribu- 
tions to the subject of marketing channels for 
manufactured products. 

In the first chapter Wroe Alderson leads off 
with an interesting and provocative discussion 
of the factors governing the development of 
marketing channels. The section on the dy- 
namics of market organization and that on 
marketing channels and the theory of competi- 
tion are especially stimulating. Fred M. Jones, 
in the second chapter, sketches the historical 


development of channels up to 1920. Here, 
Nathaniel H. Engle picks it up and carries it 
forward to the present year (Chapter 3). Thus 
ends Part I—in all a compact, neat, genetical 
and historical prospective of marketing chan- 
nels. 

Part II accounts for approximately two-thirds 
of the volume. Each of its 12 chapters is devoted 
to the marketing channels of one product cate- 
gory: Automobiles, by Charles N. Davisson; 
Automotive Tires, by Warren W. Leigh; 
Canned Foods, by Carl E. Wolf, Jr.; Frozen 
Foods, by George A. Edwards and R. S. Alex- 
ander; Household Washing Machines, by An- 
thony E. Cascino; Meat and Related Products, 
by Donald R. G. Cowan; Men’s Suits, by L. N. 
Rieman; Petroleum Products, by Benedict Sau- 
rino; Shoes, by William Girdner; Steel, by Bay 
E. Estes, Jr.; Textiles, by John L. Severance; 
and Women’s Apparel, by John W. Wingate 
and Raymond B. Voorhees. In these chapters 
an attempt is made not only to portray what 
the channels are, and how they function, but 
also to explain why they are what they are. In 
general the various monographs succeed in 
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doing this rather well in view of the inevitable 
limitations of space, although results do not 
run evenly, which is to be expected where the 
matter is the product of 14 different contribu- 
tors. The discussions are well supported by up- 
to-date statistics. And over half of the chapters 
contain carefully constructed charts portraying 
the marketing channels. The brief summaries 
at the end of many of the chapters are very 
helpful. 

The sweep of this part of the volume is so 
broad and its detail so variegated that we must 
be content with the briefest of remarks on se- 
lected “high-spots” of each contribution. The 
analysis of the dealer contract in the Automo- 
biles chapter is quite thorough. The chart of 
automobile tire channels is especially good and 
includes important quantitative data. The na- 
ture of “S.A.P.” orders and of canners’ with- 
drawals is clearly established in the canned 
goods monograph. The chapter on Frozen Foods 
exemplifies a product that had to develop its 
channels in the face of keen competition while 
contending with the added burden of refriger- 
ation. The development of marketing channels 
for washing machines is shown to have passed 
through three distinct historical periods. The 
whole treatment of meat marketing channels 
is extraordinarily thorough (57 pages) for a vol- 
ume of this sort and contains a good section on 
marketing costs. The peculiar types of primary 
suppliers that head the channels is of special 
interest in the monograph on men’s suits. 

A detailed and original chart of the distri- 
bution channels for petroleum and its products 
serves as an excellent framework for organizing 
one’s idea of the complex marketing system 
used for these products. The wide diversity of 
individual “items” in the shoe trade is shown 
to be the key problem of its trade channels. The 
chapter on Steel, although regrettably brief, 
gives a good prospective of the types of steel 
warehouses. The complexity, if not chaos, of 
textile channels is brought into orderly and un- 
derstandable arrangement in the treatment 
here, with an interesting section specially de- 
voted to the “WHY” of such channels. Finally, 
the women’s apparel chapter draws a sharp; 
clear picture of the “what”, “how” and “why” 
of trade channels for a high-fashion product. 

Part III covers channel policies and legisla- 
tion. Although the chapter (by Delbert J. Dun- 
can) of 36 pages that deals with the selection 
of channels covers for the most part a familiar 
terrain, it constitutes an excellent summary of 
the subject. The two chapters on “Analytical 


Approach to Channel Policies,” one focusing 
on sales analysis (by Richard D. Crisp), and the 
other, on cost analysis (by Charles H. Sevin) 
contain several interesting short case problems. 
In the last chapter William F. Brown gives a 
well-drawn resume of federal legislation and 
its effects upon marketing channels. 

This volume should afford practical market- 
ing men with suggestions and clues for solving 
their own channel problems. It should broaden 
the horizon of many teachers of marketing, bring 
them up-to-date on channel problems, and af- 
ford them a wealth of illustrative material for 
the class-room. To the student it affords one of 
the best means of integrating his marketing 
knowledge, dealing as it does with the channel,— 
a mechanism that spans the entire gap between 
producer and consumer. 

Marketing Channels is in every way a worthy 
addition to the modest but distinguished list of 
general works sponsored by the American Mar- 
keting Association. 

RALPH F. BREYER 
University of Pennsylvania 


ANNUAL MARKETING RESEARCH CONFERENCE, 
1953, edited by Donald R. G. Cowan. (Ann 
Arbor: University of Michigan, Bureau of 
Business Research, Michigan Business Papers 
No. 27. Pp. 116. $2.00.) 


This group of papers, delivered at a confer- 
ence on marketing research at the University of 
Michigan, is designed to show how marketing 
research is an indispensable tool of business 
management. As such, marketing research is at- 
tempting to fill the gap between marketing as an 
art of business management gained through long 
apprenticeship and the marketing practices of 
today which depend to an increasing extent on 
research to provide measurements of the accept- 
ance of product characteristics, of the demand of 
various segments of the market, of the effective- 
ness of alternative methods of selling and adver- 
tising, and of expenses involved and profits to 
be gained in these alternatives. 

Measuring industrial consumers’ inventories 
is presented by Bay Estes of U. S. Steel Corpora- 
tion to indicate how an inventory index was de- 
signed to show the amount of inventory that has 
been put into the “pipeline” between steel mills 
and manufactured end products. It involves a 
ratio between normal inventory and actual in- 
ventory in the steel consuming industries. The 
Inventory Index is merely an indicator of short 
term steel demand. It must be realized that un- 
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less a satisfactory forecast of steel consumption is 
prepared, this knowledge of steel inventories in 
the hands of manufacturing consumers is of rela- 
tively little value. 

The role of motivational research in studying 
the psychological backgrounds for cigarette 
smoking is explained by Pierre Martineau. In 
his study, modifications of these projective tech- 
niques were used—Thematic Apperception Test, 
Sentence Completion Test, and Picture Associa- 
tion Test. These were used to try to explain the 
reasons why advertising efforts of cigarette man- 
ufacturers produce very little change in the 
share of market held by each. This article is an 
excellent explanation of the marketing research 
effort to get at the reasons “why” rather than a 
wholly quantitative approach to the brand pref- 
erences and smoking selection. 

Advertising Impact Research is discussed by 
Ralph M. Hagen who is a member of the firm 
that publishes research based on the special 
magazine called Impact. Historically he de- 
velops the stages through which advertising 
Impact research has passed with readership 
methods developed by Starch, Gallup, and 
others. This interesting paper gives an excellent 
treatment of the methods used by the Impact 
staff to evaluate the effectiveness of advertising 
by pretesting methods. In spite of promising re- 
sults with this method, Mr. Hagen cautiously re- 
minds readers that audience behavior is very 
complex and that much needs to be learned 
about it in the future. 

Radio and Television Audience Research is 

« handled by the pioneer of this work—Arthur C. 
Nielson. He bases his case for the need of mar- 
keting research upon the fact that the Nielson 
Company has found that one of the elements 
contributing to the high cost of marketing is the 
fact that only 42% of the executive decisions on 
marketing are right or substantially right. This 
is a severe load on the manufacturer who must 
charge these failures to the consumer through 
higher prices. He mentions that radio and tele- 
vision research can and has done much to reduce 
this cost. Readers of the article will find that it 
is a very useful summary of the history and serv- 
ices of the A. C. Nielson Company. 

John L. Hammer and Richard M. Lawrence 
provide an interesting account of a soil condi- 
tioner marketing study that indicates the general 
magnitude of the market potential. From the 
survey, facts were obtained that indicated a size- 
able potential market for soil conditioners. No 
new basic techniques were developed in the 
study; the work is notable for its thoroughness. 


A marketing research conference would 
hardly be complete without a discussion on the 
marketing research techniques useful in measur- 
ing market potentials and salesmen’s perform- 
ance. T. R. Hancock does this job by showing 
the way in which an Index of Potential Business, 
an Index of Sales Performance, and a Market 
Coverage Index were correlated to provide a 
means of expanding outlets and preventing the 
perpetuation of substandard performance that is 


apt to arise when one bases quotas on past ex- . 


perience alone. This article should be of use to 
sales managers who need a good quantitative 
approach to sales quotas and performance rec- 
ords of salesmen and distributors. 

Under the heading of Distribution Economics, 
Dwight F. Benton, gives an account of the ways 
in which marketing research has been employed 
by Standard Oil to do more of what people like 
and less of what people dislike. In addition, he 
discusses the role of economic research in fore- 
casting work, product budgets, and transporta- 
tion and manufacturing operations. This article 
does not reveal anything that is fundamentally 
new to marketing research activities. 

John W. Boatwright describes the ways in 
which analysis and findings have been used by 
the Standard Oil Company in formulating com- 
pany policies. The use of attitude studies to 
throw some light on interpersonal relationships 
between the company and its millions of cus- 
tomers is fully discussed. No techniques are dis- 
cussed in detail; hence, this section is perhaps of 
only general interest to professional marketing 
research. 

Merle Hostetler and D. R. G. Cowan cover the 
business situation and outlook. Hostetler fore- 
casts on the basis of national statistics, whereas 
Cowan reports on a survey he had made of a 
substantial number of business firms and their 
outlook on the future. Conditions that have 
come to pass indicate that the predictions were 
not far from actualities. 

On the whole, this is a very useful report on 
marketing research as a tool of management, and 
Prof. Cowan deserves much credit for the part 
he played in organizing the conference and edit- 
ing the papers. 

Hucu G. WALEs 
University of Illinois 


GrorceE N. PEEK AND THE FIGHT FOR FARM 
Parity, by Gilbert C. Fite. (Norman: Univer- 
sity of Oklahoma Press, 1954. Pp. 306. $4.00.) 
While much has been written elsewhere about 

the farm parity concepts, this is the only com- 
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plete record of the long fight to write that con- 
cept into law. The man who was most instru- 
mental in accomplishing that objective was 
George N. Peek. 

The fight for farm parity began during the 
agricultural depression of the early twenties. 
This depression hit millions of American farm- 
ers suddenly. Without warning in the summer 
of 1920 the prices of most basic farm commodi- 
ties began a precipitous decline and continued 
downward for nearly two years. At that time 
George N. Peek was president of the Moline 
Plow Company. As such, he was in close contact 
with the farm situation. His company was ex- 
periencing mounting losses so he and Hugh 
Johnson, who was later to become administrator 
of the NRA, formulated a _ policy of “equality 
for agriculture.” 

For the farmer to achieve effective protection 
against economic adversity, Peek and Johnson 
argued, his products must have a “fair exchange 
value” with those of industry. A fair exchange 
value they defined as “one which bears the same 
ratio to the current general price index as a ten- 
year pre-war average crop price bore to the aver- 
age general price index for the same period.” 
They wanted a ratio price established by law 
and a fluctuating tariff created to protect that 
price on the domestic market. Thus the price of 
farm commodities would rise and decline with 
the general price level and provide a farm dollar 
with a fair and stable purchasing power. Their 
plan also called for the removal of surplus farm 
commodities from the domestic market. To do 
this, a government corporation was to be set up 
to purchase the surpluses and sell them abroad 
at world prices. Losses on foreign sales were to 
be paid by the farmers themselves through a tax 
or “equalization fee” on each bushel or pound 
of a commodity sold. 

In 1923 the McNary-Haugen bill was intro- 
duced into the House of Representatives. This 
bill incorporated the ideas which had first been 
advanced, and subsequently popularized, by 
George N. Peek. Strong opposition to this plan 
quickly developed, and it was defeated by a vote 


of 223 to 155. The struggle for farm parity, how- | 


ever, did not cease. George N. Peek continued to 
lead a strong, and often bitter fight to put farm- 
ers on an equality with other economic groups. 
He resigned his position in industry and de- 
voted himself almost completely to the farmers’ 
cause. 

The fight for farm parity was basically a battle 
between two philosophies regarding the func- 
tion of government in economic affairs, espe- 


cially in relation to the prices and incomes re- 
ceived by particular groups. Presidents Coolidge 
and Hoover were strongly opposed to govern- 
ment intervention in these matters. Peek and his 
followers believed that the government did have 
responsibility for maintaining a prosperous agri- 
culture, even to the extent of fixing prices for 
agricultural products. The battle between these 
two philosophies is, of course, still raging. The 
author traces it in great detail up to the begin- 
ning of World War II. 

Professor Fite is an historian, not an econo- 
mist. He offers an intriguing picture of the his- 
torical development of farm parity legislation. 
Readers in the fields of economics and business, 
however, will be somewhat disappointed by the 
“once-over-lightly” treatment accorded the eco- 
nomic aspects of this subject. These aspects are 
not ignored, but they are not considered as fully 
as their importance merits. This is essentially an 
economic problem, and most professional econ- 
omists, as the author notes, opposed legislation 
incorporating the farm parity concept through- 
out the many years that George N. Peek fought 
for its acceptance. When one finishes reading 
this book, he is little better able than before to 
draw conclusions concerning the economic 
merits of this basic idea. In fairness to the 
author, however, it should be recognized that 
this may not have been the objective of the 
volume. 

STEwarT H. REWOLDT 
Indiana University 


FASHION ACCEssoRIEs, A NONTEXTILE Work 
MANUAL, by Karen R. Gillespie. (New York: 
Prentice-Hall, Inc., 1954. Pp. 156. $3.40.) 


This is a student’s informational notebook on 
leather, shoes, gloves, handbags, luggage, furs, 
jewelry, metals, jewelry stones, cosmetics and 
soaps. 

Each section is preceded by a bibliography of 
the significant sources available. In the preface 
it is promised that adequate space is available 
for note taking by its user, but the reviewer 
found space inadequate in most cases. 

While the use of this notebook is limited in 
college, it should prove very helpful to retail 
store training departments, classes on consumer 
information, and distributive education classes. 

Basic information on merchandise construc- 
tion is outlined and frequently illustrated by 
drawings. The types of merchandise illustrated, 
for example luggage, is somewhat out of date 
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in relation to present merchandise available in 
the stores. It is perhaps the authors purpose to 
illustrate the unusual and seldom seen luggage— 
pages 62-63. 

The section on Furs, pages 65-104, is recom- 
mended for all prospective purchasers of furs— 
and who isn’t a prospect? 


WENZIL K. DoLva 
Western Reserve University 


No SALE, No Jos, by Alexander R. Heron. (New 
York: Harper & Brothers, 1953. Pp. 198. $3.00.) 


The thesis of this volume is that production 
for use is the goal of the business enterprise, and 
that any notion of an industrial economy pro- 
ducing goods and services for purposes other 
than use is fantastic. The author observes that 
the notions of the early 1900’s, namely, that the 
control of enterprise rests with owners and that 
profits are rewards for risk or payments for use 
of capital have become of subsidiary importance 
in an economy of employees. He holds that 
ascendancy must be accorded the proposition 
that the responsibility of management is to make 
sales, without which there is no employment, no 
jobs, and probably no ownership or profits. This 
responsibility is enunciated with missionary zeal 
and fearsome emphasis. It is pointed out that 
during the depression of the thirties production 
for use was erroneously deemed socialist doctrine 
despite the millions of unemployed and their 
families who actually rallied to semi-socialistic 
and fascistic programs. 

However, the author’s concept of selling 
differs sharply from that found in authoritative 
books on selling and salesmanship. To him the 
supreme authority as to what management may 
produce rests with consumers, hence all ma- 
chinery for obtaining the decision of consumer 
constitutes the sale. Selling is the activity of get- 
ting consumers to decide that there will be jobs. 
But selling is not limited to goods and services. 
Makers of commodities are selling the time, skill, 
and effort of the workers. Thus defined, selling 
is held to be the guiding objective of all business 
endeavor. it translates techniques and pro- 
cedures, art and science into purposeful activity 
to maximize consumption. 

The second five chapters contain a condensed 
economic history of the United States with 
emphasis on the transition from a society of self- 
employed to one in which eighty per cent are 
employees who depend upon the salesmen to sell 
what they have produced. In a very real sense, 


every agency which helps to connect the worker 
with the customer is a sales agency. 

Then follow several short chapters treating 
of various elements in the business system, each 
of which is conceived as functioning in selling. 
The worker helps the sale. He must learn how to 
join his “fair day's work for a fair day’s pay” 
with the consumers “fair priced commodity for a 
fair share of wages.” The big deal on wages is 
not between workers and employers, but be- 
tween workers and customers. Too little has 


been done to let the worker see that the risk of 


losing his job has been imposed not by the em- 
ployer or the foreman, but by the final con- 
sumer. In the training process workers must be 
told sincerely that the business of the establish- 
ment and of their jobs is not making things but 
rather selling things. “There is no limit to the 
gain that can be made in our standard of living 
when the average worker can see his true rela- 
tion to the customer . . . such an understand- 
ing can be more potent than all the production 
and quality incentives.” (p. 88). 

Six subsequent chapters are devoted to a brief 
review of the marketing system in which are 
shown the links joining the workers and their 
customers. Illustrations are drawn from recent 
interindustry input-output studies demonstra- 
tion that it is the autonomous sector which de- 
cides the number of jobs and to reiterate that 
selling is the activity of getting consumers (the 
autonomous sector) to decide that there will be 
jobs. 

In the remainder of the book one finds a 
sketchy treatment of such items as profits, inves- 
tors, wages, government projects and jobs se- 
curity, each considered as related to selling. In- 
vestors and stockholders are important, but since 
the purpose and function of business is to sell 
the work of its employees, they are of subordi- 
nate importance. 

This book belongs with that sizable body of 
contemporary literature which emphasizes the 
proposition that the free enterprise system will 
continue as a way of economic life as long as it 
enables the masses of human beings progres- 
sively to achieve the satisfactions they choose to 
define. Whereas in the past the assumption has 
been that the function of making the system 
work has resided with the entrepreneur, in the 
interdependent life of today selling becomes all 
pervasive, each must be motivated and directed 
to work for the good of his fellows, for they are 
the consumers of his labor, the giver of his job. 

The critical reader will find abundant reason 
for disagreement and criticism in the absence of 
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any consideration of problems of the business 
cycle. He will find it difficult to believe that 
economic ills might be eliminated if each 
adopted selling as his reason for working. No 
mention is made of the problems of technologi- 
cal change, savings versus investment, maldistri- 
bution of income, or of what activates or limits 
the autonomous sector of the economy to which 
all selling effort presumably is to be directed and 
about which it is to be shaped. A few may be 
carried along with the author’s missionary zeal, 
but many will be disturbed with the absence of 
substantiating evidence. There’s very little 
genuine economic education in the book; there’s 
much preaching about the heavenly world which 
would result if all adopted the selling attitude. 


Lewis F. MANHART 
Bowling Green State University 


AMERICAN INCOME AND ITs Use, by Elizabeth E. 
Hoyt, Margaret G. Reid, Joseph L. McCon- 
nell, and Janet M. Hooks, with a Commentary 
by Walter G. Muelder. (New York: Harper & 
Brothers, 1954. Pp. 362. $4.00.) 


“This volume forms part of a larger study of 
Christian Ethics and Economic Life which was 
begun in 1949 by the . . . Federal Council of 
Churches of Christ in America. . . . Change is 
dominant in our national life and perhaps no- 
where so much so as in its economic aspects. . . . 
This accelerated change demands, for all 
thoughtful people, an understanding of the 
effects of this revolution upon ethics and human 
values.” Thus, in the Foreword Charles P. 
Taft indicates the purpose of the volume, which 
contains three separate parts followed by a one- 
chapter conclusion and a 38-page commentary. 

Part I, by Miss Hoyt, is titled “The Ethics of 
Consumption.” Economists generally agree with 
Marshall that consumption is the end and aim 
of economic activity. Economists must, however, 
accept the verdict of someone concerning both 
personal and institutional conduct in seeking 
opportunity to consume on the one hand, and 
the relative values attaching to different specific 
acts of consumption on the other hand. Conse- 
quently, a discussion of the ethics of consump- 
tion by so eminent a scholar as Miss Hoyt is wel- 
come reading. 

Chapter 3 is called “The New Concept of Wel- 
fare.” Its theme appears to be that new emphasis 
is being placed on either collective or specialist 
decision concerning what use of resources will 
best serve a whole society. The old assumption 


that as each individual strives to maximize his 
own satisfactions the sum of the maxima so at- 
tained will be a social maximum, is apparently 
called in question. Solving of the problem of use 
of resources through sharing is said to be free, 
at least, from the virus of selfishness. 

The final chapter in Miss Hoyt’s section is 
“An American Case Study.” This seems to be 
designed to show that at least one American 
family is not motivated primarily by the profit 
motive. Miss Hoyt apparently leaves it to each 
reader to draw whatever inferences he wishes 
from this case. 

The second part of the book, by Miss Reid, 
deals with the “Distribution of Income and Con- 
sumption.” Here is an excellent, up-to-date 
presentation of statistics on income and con- 
sumption with considerable pungent analysis. 
Throughout there is recognition of the peren- 
nial problem of establishing standards. Both 
Hoyt and Reid note various levels of need such 
as the biologic and the psychic. In fact both say 
that the use of resources may go beyond need to 
the fulfillment of unnecessary desires. An econ- 
omist may ask, perhaps, the extent to which the 
elasticity of demand (i.e., the rapidity with which 
buyers drop out in face of rising price) is a 
measure of luxury as opposed to need? This is a 
measure which neither author suggests. 

As illustrative of the problems involved in 
establishing standards for consumption, Miss 
Reid omits what are perhaps the most cogent 
arguments against Stigler’s example of a low- 
cost diet, namely, (1) its almost complete lack of 
psychic taste and eye appeal, and (2) the fact that 
if generally adopted, the prices of its compon- 
ents would go through the roof. Moreover, in 
discussing adequate housing she makes no men- 
tion of trailer parks. The reviewer’s middle-aged 
next door neighbors are just now selling their 
house and much of their furniture. They are 
going to live in a trailer. This is a matter of 
choice on their part, not necessity. Will they be 
under-housed and should something be done 
about it? 

The setting of standards is no easy matter 
whether approached from the physical, psychic, 


‘ or ethical standpoint. The authors imply in dis- 


cussing standards for food, housing, medical 
care, and so on, that good health is a standard or 
a goal to be sought. And yet “long-run human 
utilities” might be the poorer if Beethoven had 
not been blind, or Stevenson ill, or without the 
literature and art that have come from im- 
poverishment in garrets. Necessity is still at 
times the mother of invention and perhaps there 
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is danger in overly opulent equality. 

In the section by McConnell and Hooks the 
problem of support for those who cannot sup- 
port themselves is discussed. Already there is a 
generation that has no memory of what life was 
like without telephones, automobiles, and even 
radios; soon there will be one without memory 
of the days before social security. Just as auto- 
mobiles were suspect for a few years, so is social 
security now. But it will be accepted; the only 
question is in what detailed form. And the 
further question is what next? “Loyalty to mem- 
bers of the family of origin seems to grow weaker 
with each passing decade.” Is it possible that 
from this breakdown of family responsibility we 
may come to know and love better our non-kin 
neighbors? 

The keynotes of ethics that seem especially to 
run through the book are unselfishness, justice, 
equality, and freedom. Unselfishness is involved 
in the new concept of welfare which includes 
sharing the results of production. Justice in pro- 
portion to need seems to be preferred to justice 
in proportion to production. Equality is an ideal 
concerning which the authors seem never quite 
certain. Perhaps they are impressed with the 
obvious fact that as human beings we just aren’t 
born equal: some can learn to pole vault four- 
teen feet while others cannot; some can learn to 
play the piano while others cannot; some can 
learn mathematics while others cannot. Conse- 
quently, what do we mean when we talk about 
equality? 

With all our search for standards and our 
striving for justice, equality, and other abstrac- 
tions, this reviewer still wonders if we know what 
we want or where we are going. We breed and 
feed hogs to a definite physical end. Can we 
establish an equally definite end to which we 
should like to breed and feed humans? 

As to freedom, this reviewer suggests that every 
thoughtful person will be repaid if he exercises 
his freedom to read this thought-provoking 
book. And not the least impressive part will b 
the fine commentary by Dean Muelder. 


S. VAILE 
University of Minnesota 


RESEARCH METHODS IN SocIAL RELATIONS, by 
Marie Jahoda, Morton Deutsch and Stuart W. 
Cook. Two Volumes (Referred to by the auth- 
ors as Parts I and II). (New York: Dryden 
Press, 1951. Pp. 759. $6.50.) 


This book represents a successful attempt to 
bring together at an introductory level a 


thoughtful treatment of those factors which ap- 
ply to every step in the research process (such as 
the formulation of a research problem, research 
design, data collection methods and analysis). 
The book is divided into two parts with Part 
I, Basic Processes, dealing primarily with the 
more important steps which are involved in 
planning and executing a scientific investiga- 
tion. Part II, SELECTED TECHNIQUES, discusses 
certain specific methodological problems such as 
the construction of the questionnaire, field in- 


terviewing procedures, sample design and scal- © 


ing concepts. In both parts the illustrative ma- 
terial has been chosen from the area of preju- 
dice—that is, hostilities between persons of dif- 
ferent religious or racial backgrounds. 

The chapters contained in Part II were writ- 
ten by such outstanding social scientists as Leon 
Festinger, Research Center for Group Dynamics, 
University of Michigan; Paul F. Lazarsfeld, Co- 
lumbia University; Arthur Kornhauser, Wayne 
University; Paul B. Sheatsley, National Opinion 
Research Center; and Samuel A. Stouffer, Har- 
vard University. Marie Jahoda and Morton 
Deutsch of the Research Center for Human Re- 
lations and Department of Psychology, New 
York University, are primarily responsible for 
Part I. 

The contents of the book are not “new” in 
the sense that there have been many technical 
publications which have covered essentially the 
same ground. This synthesis of technical views 
is of interest to marketing people because of the 
proximity of marketing to the allied social sci- 
ences. It brings together detailed and fragmen- 
tary reports. In the past several years marketing 
has turned increasingly to many of the estab- 
lished techniques used in the social sciences in 
order to gain better insight into the problems 
of data collection—especially in connection with 
attitudinal and motivational studies. This book 
contains an excellent discussion of all the steps 
in the data collection process and is especially 
to be recommended for its easy to understand 
non-technical treatment of scaling-content anal- 
ysis and projective techniques. 

While written in a scholarly fashion the non- 
social scientist should have no great difficulty 
understanding its contents. True, it is oriented 
essentially to prejudice in human relations and 
readers may find this objectionable in that it is 
often difficult to translate the examples and il- 
lustrations into marketing situations. Further, 
a few of the chapters are concerned with subjects 
which have little applicability to marketing such 
as Chapter fifteen, Systematic Observation of 
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Small Face-to-Face Groups and Chapter eighteen, 
Community Self-Surveys. These factors plus the 
use of sophisticated language probably rule out 
the use of this book as a marketing research text, 
although it would make excellent supplemental 
reading—especially at the graduate level. Its 
greatest value will be to marketing teachers and 
practitioners who are interested in gaining a 
better understanding of research techniques. 

Part I contains three chapters of special inter- 
est to marketing researchers. These are: 


a. Research Design (Chapter three). The con- 
tents of this chapter cover the function of de- 
sign in research, formulative or exploratory 
studies, descriptive and diagnostic studies, ex- 
perimental studies, and the generalization of 
research results. The highlight of the chapter 
to this reviewer was the discussion of the ex- 
perimental design. This is a technique which 
holds much promise as a means to determine 
the “best” marketing methods. The authors’ 
treatment of the subject is quite thorough, al- 
though it does not include a mathematical 
treatment of the problems of sample design 
and analysis. However, it is certainly a more 
comprehensive and illuminating coverage 
than is presented in any of the marketing re- 
search texts. 


2. Some General Problems of Measurement 
(Chapter four). This is a compact discussion 
of such difficult subjects as the variations in 
scores On measuring instruments, the reli- 
ability and validity of measurements and the 
precision of scales of measurement. The chap- 
ter is oriented towards a consideration of 
whether the research design and the data col- 
lection techniques produced reliable and pre- 
cise results. They point out the various 
sources of error and the alternative ways of 
measuring them. In so doing they emphasize 
the interrelation between the various research 
steps. 

3. Projective Techniques and Other Disguised 

Methods of Collecting Data (Chapter seven). 

This is an especially valuable chapter be- 

cause it describes the various techniques 

which may be used in motivational studies. 

Clinical specialists have developed ingenious 

methods for studying motives which are for 

the most part independent of the respond- 
ent’s cooperativeness or ability to perceive his 
true nature. Such techniques as word associ- 
ation, sentence completion, the Thematic Ap- 
perception Test (having the respondent tell 
a story about an ambiguous picture), dra- 


matic role playing, tests of perception and 
memory, and tests of judgment are all briefly 
reviewed in this chapter. 


In addition to these three chapters the reader 
of Part I will find a thorough discussion of the 
Selection and Formulation. of a Research Prob- 
lem (Chapter two), Data Collection: Observa- 
tional Methods (Chapter five), Data Collection: 
The Questionnaire and Interview Approach 
(Chapter seven), Using Available Data as Source 
Material (Chapter eight), Analysis and Interpre- 
tation (Chapter nine), Presentation and Appli- 
cation of Social Research (Chapter ten) and Re- 
search and Theory (Chapter eleven). 

Part II, SELECTED TECHNIQUES, is equally as 
important as Part I to persons engaged in mar- 
keting research. The following chapters should 
prove especially interesting: Constructing Ques- 
tionnaires and Interview Schedules (Chapter 
twelve), The Art of Interviewing and a Guide 
to Interviewer Selection and Training (Chapter 
thirteen), Content Analysis of the Mass Media 
of Communication (Chapter sixteen), Analysis 
of Sociometric Data (Chapter seventeen). The 
Panel Study (Chapter eighteen), Sample Design 
(Chapter twenty), and Scaling Concepts and 
Scaling Theory (Chapter twenty-one). 

For those who wish to pursue further any 
parts of the book there is an excellent sixteen- 
page bibliography which appears to be quite 
complete. 

This book is highly recommended for study to 
all persons interested in marketing research. It 
represents a real contribution in that it enables 
the marketing researcher to bridge the gap be- 
tween his own field and some of the very fine 
work which has been and is being done in the 
allied social sciences. In the final analysis the 
research process and the research techniques ap- 
plicable to problems of human relations are 
closely tied—often identical—to those which are 
or should be used to solve marketing problems. 


HARPER BoyD 
Northwestern University 


‘ PUBLICITY FOR PRESTIGE AND ProFit, by Howard 


Stephenson and Wesley Pratzner. (New York: 

McGraw-Hill Book Company, Inc., 1953. Pp. 

304- $4.50.) 

By clarifying the position and function of 
publicity, this little volume converts one more 
area on the marketing periphery from vague 
generality to substantial reality. The authors 
consider publicity to be the primary component 
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of public relations and concisely define it as 
“planned news.” Their task is accomplished in 
four steps. (1) The sources of publicity within 
the firm are explored. The engineer, the statis- 
tician, an industrial process, among others, are 
cited. (2) The principal publicity media are de- 
scribed: newspapers, magazines, books, radio, 
television, and personal appearance. The mar- 
keting man will learn that the organization and 
operation of a newspaper as a publicity medium 
are in no way similar to the organization and 
operation of a newspaper as an advertising 
medium. The same can be said for magazines, 
radio, and television. (3) The practices of pub- 
licity are described. The reader is introduced to 
the press release, the feature article, the ghost 
writer, the newsreel, and the press conference, 
to name but a few of the entities that make up 
the structure of publicity. (4) Finally, certain 
organizational and budgetary problems are con- 
sidered. A study of community relations near 
the end of the work is somewhat foreign to the 
major endeavor. 

The book is essentially a publicity manual 
and makes its major contribution in the third 
step wherein the “how” of publicity is taken up. 
Literally hundreds of ideas and suggestions are 
covered in detail. 

In attempting to define the position of pub- 
licity in the industrial hierarchy, the authors 
have been handicapped by several obstacles: 
formalized publicity is still in a pioneering stage 
—experimentation and improvisation are com- 
mon; factual data are fragmentary; publicity is 
often but hazily recognized in management 


guides. Accordingly, the brief treatment of this ~ 


aspect of the subject is understandable. At least, 
the authors have made a start; no one has done 
more. 

The publicity budget as well as relationships 
with publicity counsel are discussed. A strong 
plea is made for the development of a basis for 
the measurement of publicity effectiveness. 

The relation between publicity and advertis- 
ing is treated and a fine but distinct line is 
drawn between the two activities. Repeatedly, 
the reader is warned to guard against any adver: 
tising influence in publicity. An interesting pas- 
sage in this connection is as follows: ““The move- 
ment to consider advertising as a section of pub- 
lic relations, instead of the other way around, 
is worthy, is gaining recognition, and has logic 
on its side; but in official, accounting, and pop- 
ular conception advertising usually is given sen- 
lority.” 

The treatment is informal rather than schol- 


arly. The authors have a refreshing sense of hu- 
mor and have the knack of maintaining in- 
terest. Illustrations of press releases and other 
“working papers” of the profession would have 
been helpful. An excellent bibliography is in- 
cluded but footnotes were omitted. 

The most experienced publicist will be stimu- 
lated here, and the novice in this field will find 
the book helpful as a day-to-day guide. It should 
be especially useful to the managements of small 
and medium-sized businesses. Advertising people 


responsible for publicity may also be helped by — 


is volume. 
J. M. RATHMELL 


Cornell University 


A WorKBOOK FOR RETAIL BUYING AND MARKET- 
ING (3rd Edition), by John W. Wingate, Elmer 
O. Schaller, Irving Goldenthal. (New York: 
Prentice-Hall, Inc., 1954. Pp. 136. $2.75.) 


Workbooks provide a teaching “crutch” for 
teachers who have had limited business experi- 
ence or teaching experience. This workbook 
should provide a useful crutch within the limits 
of the purpose stated, “to supplement the fac- 
tual information about buying for resale with 
assignments that require the student to make 
use of the facts he has acquired.” 

This is a revision of the original workbook 
published in 1939 and contains fifty assignments 
correlated to the book, Buying for Retail Stores, 
grd Edition, by John W. Wingate. Like many 
revisions, it does not go far enough in bringing 
materials up to date. For example, in assignment 
number three, page seven, there appears the 
statement, “the chain store controversy contin- 
ues to present a grave political problem.” While 
this was a very pertinent problem in 1939, it is 
far less pertinent in 1954. It would seem to the 
reviewer that this is not the most important 
problem in relation to chain store buying. Also, 
assignment number five, on page seventeen, 
talks about the retail price of a man’s shirt at 
$2.00. Certainly this is 1939 pricing, and the 
workbook would be much more realistic to stu- 
dents, if the prices were in line with 1954 prices. 

One other weakness presents itself, in that 
some of the problems are too localized. In assign- 
ment nine, page twenty-seven, the problem is of 
a New York City department store employing a 
resident buyer for the New York market. It 
seemed to me that the problem would be far 
more realistic, and a better case made for the 
resident buyer, if this were considered from the 
viewpoint of an out-of-town store. 

The majority of the assignments require fre- 
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quent listing of the advantages and disadvan- 
tages, which seem at times to indicate that they 
are “labored” problems. It is recognized that the 
authors want to keep the material within easy 
grading possibilities. On the other hand, assign- 
ment twenty-one, page fifty-nine, asks the stu- 
dent to judge the practicability of a chain of tire 
stores handling twenty-four specific items. It 
would seem that within the range of materials 
available in the text of the assignment, this is 
a difficult assignment, primarily because it means 
a very superficial judgment will have to be made 
by the student. 

This reviewer would like to have had an ad- 
ditional page put in the manual to correlate the 
problems to at least three or four major texts 
in marketing. Many of the problems would be 
very helpful in the first course in marketing to 
give a down-to-earth approach. Particularly ef- 
fective with most introductory courses in market- 
ing would be the following exercises: 


Problem number 


2—Classification of Retail Stores 
5—Estimating Merchandise Values 
4—Organization for Merchandising 
8—Chain Store Buying Methods 
10—Central Buying of Ready-to-Wear 
13—Technical Knowledge of Merchandise 
14—Merchandise Policies 
15—Background Information about Customers 
17—Cycle of Demand for Seasonal Items 
24—The Merchandise Assortment in the Branch 
Store 
25—Buying Plan 
26—Choice of Type of Market Resource 
27—Wholesaler-Retailer Cooperation 
28—Wholesale Buying by Consumers 
29—Central Wholesale Markets 
31—Exclusive Agency 
34—Buying from Salesmen 
41—Demonstrators 
45—Trade Relations 
47—Brands in Advertising 
48—National Versus Private Brands 
49—Informative Labeling 
50—Price Maintenance Contracts 


Despite these few criticisms this is an excellent 
workbook. 


WEnziL K. DoLva 


Western Reserve University 


BRIEFLY NOTED 


THE Wor.p’s Suppty, by M. K. Bennett. 
(New York: Harper & Brothers, 1954. Pp. 282. 
$4.00.) 


New findings on the relation of food to pop- 
ulation growth and war are presented in this 
book by the Director of the Food Research In- 
stitute. Dr. Bennett finds that (1) except for the 
most backward and isolated peoples, what is 
most commonly lacking is variety and quality of 
food, not quantity, (2) there is enough land in 
the world to provide food for a world popula- 
tion at the rate experienced during the past 
half-century for many years to come; and (3) 
that national diets of improved quality are pos- 
sible through increased use of known technolo- 
gies in food production as well as continued ad- 
vances in such technologies. 

This study of the interrelations of world pop- 
ulations, national diets, and food potential is 
broken into three parts: I Population, Food, and 
Economic Progress, II The American National 
Diet, and III The International Scene. The 
chapters in Part II should be of interest to read- 
ers interested in marketing food products. 


How To INCREASE EXECUTIVE EFFECTIVENESS, 
edited by Edward C. Bursk. (Cambridge: Har- 
vard University Press, 1953. Pp. 163. $3.25.) 


Readers interested in executive development 
will find value in this book, which contains 
speeches and panel discussions from the Twenty- 
Third National Business Conference, sponsored 
by the Harvard Business School Association. 
Among the subjects covered are (1) selecting 
executives who can be trained for bigger jobs, 
(2) creating a climate for executive growth, (3) 
developing general managers, controllers, sales, 
manufacturing and financial executives, and (4) 
increasing your own administrative effectiveness. 
Emphasis is placed upon how to increase execu- 
tive effectiveness. 


SCIENTIFIC ADVERTISING, by Claude Hopkins. 
(New York: Moore Publishing Company, 
1952. Pp. 79. $2.00.) 

This classic work of Claude Hopkins long out 
of print is being made available through the 
efforts of Alfred Politz who has prepared a com- 
mentary and introduction to this edition in 
which he states, “Present-day advertising re- 
search has a long way to go before it reaches the 
level of Claude Hopkins’ contributions to effi- 
cient advertising; present-day advertising re- 
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search may gauge its usefulness by the extent to 
which it is capable of exceeding what Claude 
Hopkins had to offer. ... Claude Hopkins 
uses the word ‘scientific’ rather loosely. He also 
is rather dogmatic in many respects and does not 
indicate the boundaries between direct findings 
from experimentation and conclusions arrived 
at by general observation and reasoning. How- 
ever, the absence of scientific manners is less of 
an evil than the frequently observed presence of 
scientific manners in the absence of scientific 
thinking.” 

Mr. Politz is to be congratulated on his effort 
to make available this work, and it is hoped that 
other classics now almost impossible to obtain 
may also be reproduced and made available. 


How To Lie wit Statistics, by Darrell Huff. 
(New York: W. W. Norton, Inc., 1954. Pp. 
142. $2.95.) 

As the title indicates this little volume is con- 
cerned with “instances of bumbling and chi- 
canery” in the use of figures. It is easy to read, 
interesting and will prove helpful to readers not 
acquainted with statistics. 


RETAILERS MANUAL OF TAXES AND REGULATIONS, 
edited by Gladys M. Kiernan. (New York: In- 


stitute of Distribution, 1954. Pp. 340. $10.00.) 


This compendium of the various federal and 
state tax and regulatory laws and local ordi- 
nances affecting retailers has been completely 
revised and brought up to date as of January 1, 
1954. Several new sections are added in this 
edition, the twelfth, which should make it more 
useful to merchants. It is conveniently arranged 
in tabular form and well indexed. 


ComMopiTy INDEXES FOR THE INTERNATIONAL 
TRADE CLASSIFICATION, United Nations Sta- 
tistical Papers, Series M, No. 10. (New York: 
Statistical Office of the United Nations, De- 
partment of Economic Affairs, 1953. Pp. 489. 
$5.00.) 


This volume will be of interest to those deal- 
ing with foreign trade statistics. It contains for 


the first time indexes showing the location in 
the “Standard International Trade Classifica- 
tion” of about 20,000 individual commodities. 
A description of the indexes and their uses is in- 
cluded. 


YEARBOOK OF INTERNATIONAL TRADE STATISTICS, 
1952. (New York: Statistical Office of the 
United Nations, Department of Economic 
Affairs, 1953. Pp. 384. $4.00.) 


Detailed statistics for 70 countries covering 


about 97 per cent of world trade are presented - 


in this volume. For 25, of these countries (cov- 
ering about 65, per cent of world trade) the anal- 
ysis by commodity of imports and exports is 
made according to the United Nations Standard 
International Trade Classification. 


BOOKS RECEIVED 


PRINCIPLEs OF Economics, by Fred Rogers Fair- 
child, Norman Sidney Buck, and Reuben 
Emanuel Slesinger. (New York: The Macmil- 
lan Company, 1954. Pp. 780. $6.00.) 

Tue MicuiGAN Business Receipts TAx, by Peter 
A. Firmin. (Ann Arbor: Bureau of Business 
Research, School of Business Administration, 
University of Michigan, Michigan Business 
Report No. 24, 1953. Pp. 149. $2.00.) 

TRANSPORT AND THE STATE OF TRADE IN BRITAIN, 
by Thor Hultgren. (New York: National Bu- 
reau of Economic Research, 1954. Pp. 114. 
$1.50.) 

STOKDYK ARCHITECT OF COOPERATION, by Joseph 
G. Knapp. (Washington: American Institute 
of Cooperation, 744 Jackson Place, 1953. Pp. 
229. $3.00.) 

A SHort History OF Woo. AND ITs MANUFAC- 
TuRE, by E. Lipson. (Cambridge, Mass.: Har- 
vard University Press, 1954. Pp. 205. $2.50.) 

DIVERSIFIED AGRICULTURE OF HAwatl, by Perry 
F. Philipp. (Honolulu: University of Hawaii 
Press, 1953. Pp. 226. $3.75.) 

A CAsEBook oF LAw AND Business, edited by 
William Homer Spencer. (New York: Mc- 
Graw-Hill Book Co., Inc., 1953. Pp. 968. 
$8.00.) 
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HUGH G. WALES 
Editor 


1954-1955 OFFICERS 


The following officers were elected by the 
membership for the fiscal year 1954-55: 


President 


Thomas G. MacGowan, The Firestone Tire & 
Rubber Company, Akron, Ohio. 


Vice President (Academic Activities) 
Ira D. Anderson, School of Commerce, Northwest- 
ern University, Evanston, Illinois. 


Vice President (Professional Activities) 
Arno H. Johnson, J. Walter Thompson Company, 
420 Lexington Avenue, New York, New York. 


Vice President (Business Activities) 
William R. Spurlock, Eli Lilly & Company, In- 
dianapolis, Indiana. 


Secretary 
Hugh G. Wales, University of Illinois, Urbana, 
Illinois. 
Treasurer 


Charles W. Smith, McKinsey & Company, 60 East 
42nd Street, New York, New York. 


Directors elected for a two-year term begin- 
ning July 1, 1954: 

Victor W. Bennett, University of Miami, Miami, 
Florida. 

Steuart H. Britt, Needham, Louis & Brorby, Inc., 
135 S. La Salle Street, Chicago, Illinois. 

Edward C. Bursk, Harvard Business School, Boston 
63, Massachusetts. 

John A. Coleman, General Foods Corporation, 250 
Park Avenue, New York, New York. 

Duncan MacInnes, McCann-Erickson, Inc., To- 
ronto, Ontario, Canada. 

Charles H. Sandage, University of Illinois, Urbana, 
Illinois. 


Directors beginning the second year of a two- : 


year term on July 1, 1954 are: 


Harper W. Boyd, Jr., School of Commerce, North- 
western University, Evanston, Illinois. 

Le Roy F. Church, Emery Industries Inc., 4300 
Carew Tower, Cincinnati, Ohio. 

Robert O. Fernald, National Lead Company, 111 
Broadway, New York, New York. 

Frank W. Mansfield, Sylvania Electric Products, 
Inc., 1740 Broadway, New York, New York. 
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Paul L. Pohle, Jos. Schlitz Brewing Company, 235, 
W. Galena Street, Milwaukee, Wisconsin. 
Henry O. Whiteside, Mercantile Trust Company, 
721 Locust Street, St. Louis, Missouri. 
Immediate Past President Director 
Neil H. Borden, Harvard Graduate School of 
Business Administration, Boston, Massachusetts. 
Directors-at-Large 
Reavis Cox, Wharton School, University of Penn- 
sylvania, Philadelphia, Pennsylvania. 
Robert J. Eggert, Ford Division, Ford Motor Com- 
pany, Dearborn, Michigan. 
Editor-in-Chief Journal of Marketing 
Albert W. Frey, Amos Tuck School of Business 
Administration, Dartmouth College, Hanover, 
New Hampshire. 
Business Manager Journal of Marketing 


Thomas J. McGann, Marquette University, Mil- 
waukee, Wisconsin. 


1954 MID-YEAR CONFERENCE 

The Philadelphia Chapter was host to the 
1954 Mid-Year Conference which was held at 
the Ambassador Hotel in Atlantic City, New 
Jersey, June 13, 14, 15, 16. Members of the Con- 
ference Committee were: 
General Chairman: Casilda V. A. Wyman 

Farm Journal, Inc. 


Program: Wendell R. Smith 

Alderson & Sessions 
Arrangements: Edward Bloom 

Sun Oil Company 
Exhibits: George Embick 

Stephen F. Whitman & Sons 
Comptroller: David W. Archibald 

Gray & Rogers 
Attendance: Carroll I. Johnson 

Curtis Publishing Co. 
Hospitality: Mary E. Powers 

Curtis Publishing Co. 
Publicity: James J. D. Spillan 

Doremus-Eshleman Company 

Registrar: Donald K. Sorber 


Pennsylvania Salt Mfg. Co. 
Donald E. West 

Redbook 

New York, New York 
Mrs. Helen D. Swetavage 
Farm Journal, Inc. 


National Liaison: 


Secretary: 
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ot THE PROBLEM IS NOT 
~~ Once a marketing development enters the category of full scale 
record and fact, it is usually too late to shape corrective measures 
sien —if the strategy is your own. Or counter measures—if the 
ver, strategy is your competitor's. 
To enable you to act while there’s time to act, Selling Research 
oad offers you the nation’s largest—and fastest—tailor made store 
audit service. 
sia Think! You pick any or all of 6,725 key stores, in 153 key mar- 
at kets across the country (plus 9 Canadian markets). Within 7 
lew days of receipt of your order, field work begins. Traveling super- 
on- visors check checkers’ data, on the spot. Regional supervisors 
double check it, by continuous verification of audit calls and pro- 
cedures. Within 10 days of completion of field work, the vali- 
dated report is in your hands! 
Top-tier research directors have affirmed, repeatedly, the top- 
rank usefulness of Selling Research tailor made store audits. In 
these days of unending challenge, shouldn’t you have the peace 
of mind that Selling Research makes possible? 
Your fastest reports 
on merchandise movement 
come from Selling Research 
/ Grocery Liquor Confectionery Hardware 
Drug Variety Soft Goods Automotive 
Appliance Department Jewelry Stationery 


96 Liberty Street, New York 6, N.Y. Sal ng Research Inc. 
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Designed for a Comprehensive 
Integrating Course for Seniors: 


BUSINESS POLICIES 


Here is the book for your final 
course that will be all other courses 
together. It makes a transition from 
classroom generalities to realistic 
business situations. Its coverage in- 
cludes analysis and appraisal of 
management and policies dealing 
with sales, procurement, person- 
nel, finance, organization, facilities, 
methods, plans, procedures, control, 
and objectives. 

There are three types of cases: (1) 
with each chapter, (2) integrating 
cases for groups of chapters, (3) 
comprehensive cases. 


and 


MANAGEMENT 


By Dr. William H. Newman 


Graduate School of Business 
Columbia University 


SOUTH-WESTERN 
PUBLISHING CO. 


(Specialists in Business and Economic Education) 


Cincinnati 2 Chicago 5 Dallas 2 
New Rochelle, N. Y. San Francisco 3 


AMERICAN ECONOMIC REVIEW 


Contents 


Volume XLIV 


Recent Changes in Income Inequality 
The Price Level in Macroeconomic Models 


Excise Taxes: Capitalization-Investment Aspects 


The Growth of American Unions 


June, 1954 


R. J. Lampman 
Louis Hough 
J. A. Stockfisch 


Irving Bernstein 


The Trade Agreements Escape Clause I. B. Kravis 
Soviet Bloc Currency Conversions Edward Ames 
Manpower Allocation under British Planning S. E. Rolfe 
Economic Effects of French Minimum Wage Law H. C. Eastman 


Reviews of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $6.00. Address editorial com- 
munications to Dr. Bernard F. Haley, Editor, AMERICAN ECONOMIC REVIEW, Stanford Uni- 
versity, Room 220, Stanford, California; for information concerning other ublications and activities 
of the Association, communicate with the Secretary-Treasurer, Dr. James Washington Bell, American 
Economic Association, Northwestern University, Evanston, Illinois. Send for information booklet. 
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JOURNAL OF THE 
AMERICAN STATISTICAL ASSOCIATION 


1108 16th St., N. W. Washington 6, D. C. JUNE 1954 VOL. 49, NO. 266 
Articles 
Statistical Methods for Poisson Processes and Exponential Populations .......... Allan Birnbaum 
A New Type of Control Chart Limits for Means, Ranges, and Sequential Runs .......... N. Weiler 
Technical Aspects of Transportation Flow Data ...............ceeeeeceecceees R. Tynes Smith 
Industrial Classes in the United States, 1870 to 1950 .............02c0ceeeees Tillman H. Sogge 
Applications of the Circular Normal Distribution ....................20020000es E. J. Gumbel 
Response Errors in the Collection of Wage Statistics by Mail 

Statistical Abstracts 


THE AMERICAN STATISTICAL ASSOCIATION 
INVITES AS MEMBERS ALL PERSONS INTERESTED IN: 


1. Development of new theory and method 
2. Improvement of basic statistical data 
A S A 3. Application of statistical methods to practical prob- 
lems 


THE JOURNAL OF MARKETING 


now offers the following publications, which can well help make your 
sales management problems substantially lighter: 


1. Arithmetic for Sales Management, by Frank W. Hankins, Vol. VII No. 1 


2. Trends in the Selection and Training of Salesmen, by David R. Osborne, 
Vol. XI No. 1 


3. What Sales Management Expects from Research, by Robert F. Elder, 
Vol. XIII No. 1 


4. The Development and Pricing of a New Product, by Jacob O. Kamm, 
Vol. XV No. 3 


These are priced at $1.75 per copy in the United States; $2.00 per copy outside the 
United States 
KINDLY ENCLOSE REMITTANCE WITH ORDER 


Address all orders to: 
AMERICAN MARKETING ASSOCIATION 
1525 E. 53rd Street Chicago 15, Illinois 
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ONE-SOURCE SERVICE 


to Save You Time, Trouble and Money 
on MARKETING RESEARCH TABULATIONS 


Here is an experienced 
organization that can serve 
you on any or all phases 

of marketing research 


tabulations...in an 
emergency, or for your regular 
requirements. 


You may need coding and editing 


Punching * Verification * Tabulating * Percentaging ° 


Preparation of Tables * Typing * Long experience in 
handling these assignments has given Statistical a thorough 
understanding of your requirements which is a PLUS you get 
along with speed, accuracy and economy. 


Remember, when you call on Statistical for marketing research 
tabulations, you don’t have to bother with hiring and training of 
personnel, or worry about equipment standing idle, 


overtime, failure to meet deadlines, etc. 


Whether you are next door or 2000 miles away, you can count on 
prompt, careful attention to your needs. Just phone or 
write our nearest office for full details. | 


Oldest and largest independent 
penched-card tabvlating service 


sic 
STATISTICAL TABULATING COMPANY 


Established 1933...Michael R. Notaro, President 


‘CHICAGO NEW YORK ST. LOUIS 
53 W. Jackson Blvd, 89 Broad St. 411 N. Tenth St. 
HArrison 7-4500 WHiteball 3-8383 CHestnut 5284 


NEWARK CLEVELAND PORARY OFFIC 
National-Newark Bldg. 1367 E. 6th St. ~ PERSONNE 
MArket 3-7636 SUperior 1-8101 : 
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=| HOW CLOSE ARE YOU TO 
Worscneaw SERVICE? 


JUST AS CLOSE AS YOU ARE TO YOUR TELEPHONE 


—FOR— 


QUESTIONNAIRE DESIGN 

TABULATING-MACHINE OR 
MANUAL 

VARI-TYPING 

CALCULATING 

TYPING & AUTOTYPING 

DIRECT MAIL SERVICES 


LOS ANGELES CHICAGO NEW YORK 
731 Spring St. 109 N. Wabash 860 Broadway 


PERSONALIZED 
SERVICE 


FOR REGULAR OR OVERLOAD WORK: 


TR 9883 RA 6-8250 OR 3-9710 
MINNEAPOLIS ST LOUIS 
125 S. 3rd Street 217 N. 10th St. 
MA 8512 CE 6753 
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Announcing 
The 


ABOUT THE SERIES 


The McGraw-Hill Series in Advertising and 
Selling is devoted to the most important phases 
of these subjects. Over many years McGraw- 
Hill has pioneered in the publication of out- 
standing books in marketing, advertising, and 
selling. The purpose of this special series is to 
make available the most significant books that 
can be found. 


Manuscripts are sought which will contribute 
to the advancement of knowledge. In this re- 
spect, of course, manuscripts may vary — from 
one that will mean better understanding of the 
art of selling, to another that will help to ad- 
vance the science of marketing. 


The series will include texts for students, and 
books useful to persons working in the areas of 
advertising and selling or to other business ex- 
ecutives responsible for those activities. 


With over 7,000 separate college courses in 
advertising and marketing, significant textbooks 
are needed. 


With several million people in the United 
States engaged in marketing, advertising, and 
selling functions, the need is great for top 
quality books. 

So . . . for both college students and men 
and women in business . . . the plan is, over 
the years, to publish outstanding manuscripts 
from both academic and business sources. 


Send for 


copies on 
approval 


330 West 42nd St. 


McGRAW-HILL SERIES 


IN 
ADVERTISING AND SELLING 


~“consutrine 


STEUART | 
HENDERSON | 
-BRITT | 


‘THE CONSULTING EDITOR 


STEUART HENDERSON BRITT is Vice 
President and Director of Research, and 
member of the Plans Board at Needham, 
Louis and Brorby, Inc., Chicago. Dr. Britt 
has served on the Board of Editors of The 
Journal of Marketing since 1947 and re- 
cently was elected to the Board of Direc- 
tors of this organization. He has served on 
the faculty at Columbia har pe George 
Washington University, and the University 
of Virginia. 


r= = Now in Press = = Co: 


ADVERTISING AGENCY 
PROCEDURE 
By Roger Barton, Editor 
of Advertising Agency 


Lessee 


Planned for Publication 


ESSENTIALS OF ADVERTISING 
By Roger Barton 


MARKETING RESEARCH 


By Richard D. Crisp, Director 
of Marketing Research, Tatham- 
Laird, Inc., Chicago 


ADVERTISING COPY AND 
COMMUNICATION 


By Professor S. Watson Dunn, School W 
of Journalism, University of Wisconsin Ric! 


HOW TO USE PSYCHOLOGY 
FOR BETTER SELLING 
By Dr. Melvin S. Hattwick, Director 


of Advertising, Continental Oil 
Company, Houston 


McGraw-Hill Book Company, Inc. 


New York 36, N. Y. 
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